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DEPARTMENT 
OF AGRICULTURE 


LETTER OF TRANSMITTAL 


August 7, 1972 


Dr. Earl L. Butz 
Secretary of Agriculture 


I am pleased to transmit to you the report of the Apple Marketing Study Team. 
You established this team to study apple marketing problems and recommend ac- 
tion that would improve growers net income. 


The team consulted extensively with members of the apple industry and experts 

in State and Federal Governments in making this study. However, the identifi- 
cation of solutions and recommendations as to needed action represents the team's 
conception of the problems. The purpose of this report is to explicity state 

the team's findings with respect to apple marketing. The report is divided into 
a summary and five supplemental chapters on supply, quality, marketing efficiency, 
domestic demand, and foreign trade. 


It is hoped that this report will elicit response from all segments of the in- 
dustry--growers, packers, processors, apple marketing experts, State and Federal 
officials, and the general public. 


Members of the apple industry have expressed appreciation for the active interest 
by the USDA in their industry. On behalf of the marketing team it has been a 
privilege to work with the apple industry and to have the opportunity to work to- 
gether as a marketing team. 


[CbaT WW Brhed/ 


Robert W. Bohall 
Leader, Apple Marketing 
Study Team 
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DEPARTMENT OF AGRICULTURE 
OFFICE OF THE SECRETARY 
WASHINGTON, D. C. 20250 





August 21, 1972 


Last February, I appointed five separate teams to study agricultural 
marketing problems of canning peaches, hogs, apples, potatoes, and 
eggs. These teams have just submitted their reports to me. 


The teams travelled extensively and sought comments from all 
components of the industries they studied. The reception given 
them by industry was enthusiastic, for which we are grateful. 


The reports contain many recommendations which deserve attention 
from the Department and the industries involved. To this end, 

I am asking all agencies of the Department of Agriculture to give 
prompt and careful attention to these studies. I would like to 
know which recommendations can and will be implemented, and a time 
frame for such implementation. I also am asking each agency to 
indicate those recommendations which have promise but need modifi- 
cation before implementation. 


Since the teams' reports are primarily for the benefit of the 
industries involved, I urge everyone -- producers, wholesalers, 
retailers, and consumers -- to read these reports carefully and 
send me their impressions of the recommendations made. I sincerely 
hope that the teams' reports can serve as a focal point and 
catalyst in a joint effort by the Department and the industries 
involved to initiate action to help solve their problems. 


I would like to express my appreciation to the members of these 
teams for their commendable performance. This was an experiment 

in bringing together expertise from a number of agencies in an 
effort at problem solving. Thanks to the imaginative dedication 

of these teams and the quality of these reports the effort has been 
quite successful. 


Credit should also be given to Dr. Jerome Siebert who has coordinated 
and provided USDA liaison for all of the teams, working under the 
overall supervision of Richard Lyng, Assistant Secretary for Marketing 
CED Rigi Services. 


EARL L. bat. 


Secretary 
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APPLE MARKETING REPORT--A TEAM STUDY 


SUMMARY 
Introduction 


A basic concern of the U.S. apple industry has been low net returns to 
apple growers, especially during the past three marketing seasons. These low 
returns have occurred as a result of oversupply and the inability of the in- 
dustry to expand demand rapidly enough to absorb increased production. The 
result has been low prices which, when coupled with increased costs of produc- 
tion, have reduced net incomes to growers despite some increases in productivity. 
A further complication has been the quantity of apples of poor quality and con- 
dition offered to consumers, especially in the fresh market. The quality of 
product offered influences grower returns both directly through prices and in- 
directly by influencing consumer confidence in fresh apples and in processed 
apple products. 


Problems 
The marketing of apples is complex, and the apple industry is very much 
aware of the many important problems that relate to growers' net returns. It 
was the mission of the apple marketing team to examine solutions and recommend 


action that would help solve these problems. A partial listing of the problem 
areas as identified by the apple industry and the marketing team follows: 


Supply 


1. Lack of a coordinated approach to industry supply problems. 


2. Continued production of outdated varieties and poor quality apples on 
aged trees. 


3. Lack of a dependable and efficient seasonal labor supply. 
4. Poor financial management. 
5. Inducements for unneeded orchard expansion. 


6. Inability to capitalize on the expanding demand for apple juice. 


Quality 
1. Production and marketing of an excess of poor or low-quality apples. 
2. Harvesting of immature and overmature apples. 


3. Rough handling resulting in bruising, decay, and other deterioration 
in harvesting, packing, transporting, and retailing apples. 


4, Storage of apples with poor keeping qualities or under poor conditions. 
5. High packing costs due to low-quality orchard-run fruit. 


6. Inadequate U.S. grades and standards. 


Marketing Efficiency 


1. Continued difficulty in establishing equitable prices between unequal 
size buyers and sellers. 


2. Increasing costs and margins by marketing firms. 
3. Inefficient and inadequate packaging that requires large inputs of 
materials and labor, does not provide protection, is not standardized, and re- 


sults in excessive handling costs. 


4, Continued transportation difficulties, including mechanical failures, 
damage in transit, and nonstandard vehicles. 


5. Need for improved marketing information, including data on truck ship- 
ments, margins, crop estimates, and other statistics. 


6. Lack of coordinated and complementary State and Federal research ef- 
forts. 


7. Need for the Extension Service to organize personnel in the field to 
expand work on marketing and management educational programs for the apple in- 
dustry. 

Domestic Demand 
1. Need to identify market requirements and opportunities. 
2. Inadequate coordination and funding of apple promotion programs. 


3. Need for the development and marketing of new apple products. 


4. Poor timing of USDA purchase programs for fresh apples and apple pro- 
ducts. 


5. Failure to exploit fully opportunities for sales through roadside and 


pick-your-own marketing outlets. 
2 


Foreign Trade 


1. Declining U.S. exports of fresh apples. 

2. Increased potential for imports of fresh apples into the United States. 
3. Heavy imports of apple juice concentrate into the United States. 

4, Lack of effective legislative recourse to increasing imports. 


The marketing team consulted extensively with members of the apple industry 
and representatives of industry organizations before making recommendations. 
In addition, the team also drew upon the expertise and knowledge of personnel 
of the land-grant colleges and other universities, State experiment stations, 
State extension services, and State departments of agriculture. However, the 
recommendations discussed below represent the thinking of the team on actions 
needed to improve returns to growers. 


Recommendations 


Recommendations are organized into categories according to the type of 
action needed. Hence, they are divided into those that are priority, legisla- 
tive, supportive, research, extension, and industry recommendations. 


Detailed information on the problems of the apple industry, possible solu- 
tions, and recommended actions are reported in the five supplemental chapters 
to this report. 


Priority Recommendations 
ie Qua li ty=-U 2S. Grades and Standards.--There is a need to determine the 


desirability of revising the U.S. Standards for grades of apples to better con- 
trol quality. These standards are the responsibility of the Agricultural Mar- 
keting Service (AMS) of the USDA in cooperation with the apple industry. The 
team recommends that changes be made in the following areas: 


a. Make condition part of grade by deleting paragraph 51.310 in the Stand- 
ards. With this change, decay, breakdown, and other deterioration developing 
on apples during storage or in transit would be scored against the grade, as is 
done for most other fresh produce. However, tolerances might be increased at 
destination. Concerning firmness, only overripe fruit would be scored against 
grade. This should improve the condition of apples offered for sale at retail 
and increased demand. 


b. Eliminate the U.S. No. 1 grade and other lower grades that are rarely 
used. (Current standards contain nine grades, three of which are combination 
grades.) 


c. Lower color requirements for red and red-striped varieties by 10 per- 
cent for Extra Fancy and Fancy grades. 


d. The establishment of national controlled atmosphere (CA) standards 
for condition. 


e. Additional changes to update and clarify the standards. 


2. Legislation.--Legislation is needed to: 


a. Extend the opportunity for establishing Federal marketing orders on 
apples to all producing areas; and 


b. Enable the apple industry to respond quickly and effectively to prob- 
lems created by imports. 


These items are discussed under legislative recommendations 1, 2, and 3 
below. 


3. Packaging.--Research is needed to improve the performance of consumer 
packages for apples. Improved versions of the polyethylene bag package, includ- 
ing substitute semirigid or rigid consumer packages and suitable shipping con- 
tainers, should be developed and tested. It is recommended that the USDA 
(Agricultural Research Service (ARS) and Economic Research Service (ERS)) along 
with the land-grant colleges and other universities place increased emphasis on 
this area as soon as possible. 


4, Market Information.--Improved marketing information is needed for 
apples. USDA agencies for information are AMS, ERS, Statistical Reporting 
Service (SRS), and Foreign Agricultural Service (FAS). Emphasis should be 
placed on AMS truck shipments data, ERS margins, and SRS objective crop esti- 
mates, but serious attempts should also be made to make other improvements as 
suggested in the chapter on marketing efficiency. 


5. U.S. Government Purchases.--The team recommends early announcement 
dates of offers to purchase fresh apples and processed apple products under 
Section 6 (school lunch) and Section 32 (child nutrition and needy persons) 
programs. These programs are handled by AMS and the Food and Nutrition Service 
(FNS). 


6. Tree Removal.--A tree removal program to encourage removal of outdated 
varieties, old standard trees producing poor quality fruit, and trees serving 
only as hosts for disease and insects should be considered. The program could 
be developed under title VIII of the Agricultural Act of 1970 and would be ad- 
ministered by the Agricultural Stabilization and Conservation Service (ASCS). 
The team recommends that the program be developed on a grower bid basis to 
provide maximum incentive for evaluating the profitability of specific orchard 
blocks. 


7. Exports.--It is recommended that the apple industry should strengthen 
its export market position by establishing an industry fact-finding team to 
evaluate the export potential in Latin America and the Far East. Through this 
assemblage of facts, the U.S. apple industry would be in a better position to 
judge what tools would be needed to effectively expand exports of fresh apples. 
This might include the formation of national or regional export associations 
under the Webb-Pomerene Export Trade Act of 1918. 


Legislation 


For the longer run it is recommended that certain legislation be enacted 
which would either directly or indirectly assist the apple industry in coming 
to grips with its problems. 


1. Marketing Orders.--There is need for legislation such as H.R. 15352 
(Goodling, Miller, Findley) which would amend the Agricultural Marketing Act of 
1937, as amended, and extend to all producing areas the opportunity for market- 
ing orders for fresh apples and apples for processing. The team recommends that 
the industry take advantage of the act and consider: 


a. Grade, size, and quality regulations for fresh and processing apples 
and processed apples. 


b. Developing nationwide and regional promotion programs. 


c. Mandatory inspection for fresh and processing apples and processed 


d. Uniform regulations for containers. 


e. Funding production and marketing research programs. 


2. _Imports.--Amend Section 303 of the Tariff Act of 1930, as amended, by 
deleting the requirement that the imported article be a dutiable one. This 
section provides for the imposition of a countervailing duty on any dutiable 
imports that are subject to an export bounty or grant. The U.S. import duties 
for fresh apples and apple juice were recently reduced to a duty-free status 


and are thus precluded from the provisions of this section. 


3. _Imports.--Amend Section 301 of the Trade Expansion Act of 1962 (the 


so-called "escape clause" provisions) by deleting or modifying the requirements 
for a Tariff Commission finding that the injury resulting from the increased 
imports is, in major part, a result of a trade agreement concession. In most 
instances, the reason for increased imports can be ascribed to factors other 
than the trade agreement concession itself. Thus, with more obvious forces at 
play, it has been a rarity for the petitioning industry to gain import relief 
through this route. 


4, Imports.--Amend the Anti-Dumping Act of 1921, as amended, by placing 


a time limitation on Treasury's investigation of a "dumping" case. Although 

the Tariff Commission (to which the case is referred for a determination of in- 
jury in the event Treasury confirms the industry's original charge) is required 
to reach a verdict within 90 days, the Treasury Department is under no such time 
limitation, 


5. _Imports.--The apple industry, in concert with other horticultural in- 
dustries, should seek legislation that is more responsive to the existence of a 
threat from foreign imports. Virtually all of the Federal statutes providing 
import relief require--either in the act itself or through administrative inter- 
pretation--a finding of injury, which is more or less a "postmortem" approach. 
Administrative interpretation has almost consistently refused to accept a threat 
as a decisive determinant for relief. 


6. State Grades.--State legislation is needed in 13 States that would e- 
liminate State grades for apples to lessen confesion in trading. (North Caro- 
lina amended its Apple Branding Law, effective July 1, 1972, to require all 
apples sold or offered for sale in closed containers in the State to bear on 
the container, bag, or other receptacle, the applicable U.S. grade, or be marked 
"Unclassified," "Not Graded,'"' or "Grade Not Determined.'' State grades do not 
comply with their branding regulations. Other States should be encouraged to 
have similar laws.) 


7. Labor.--There is a need for labor legislation that would provide 
ground rules for collective bargaining between farmworkers and growers such as 
Hak get 90d (OuLer Bat) 


Supportive Needs 


There are additional areas where the USDA and others could support the 
apple industry. 


Ls Qual airy 
a. National Apple Maturity Committee.--A National Apple Maturity Commit- 


tee should be established to act in an advisory capacity to evaluate current or 
new objective and subjective indices of maturity and methods of predicting pro- 
per harvest dates. It would aid AMS in modernizing definitions of immature, 
mature, and overripe for inclusion in future revisions of U.S. Standards for 
Grades of Apples. Representatives from the USDA (AMS and ARS), State experi- 
ment stations, and State departments of agriculture should be included. 


b. State Maturity Committees.--Maturity Committees should be initiated 
by State departments of agriculture in States where they are not currently oper- 
ating. Such committees with State and industry representatives would specify 
general release dates for harvesting major varieties. 


c. State Branding Laws.--State departments of agriculture should increase 
surveillance and enforcement of State branding laws, at the retail level, to 
keep off-quality produce from being sold. 


d. Processing Grades and Standards.--Improved quality standards should be 
developed for.apples for processing and processed apples, in particular apple 
juice. 


2. Domestic Demand 


a. Government Purchase Programs.--There is a need to take a systematic 
look at the present distribution of fresh fruit under school lunch and needy 


persons programs. Emphasis should be placed on determining the adequacy of the 
system for handling, storing, and maintaining the quality of fruit both in the 
distribution system and at the local school. These programs are handled pri- 
marily by FNS. 


b. New Product Development.--It is recommended that an apple product re- 
view group should be established to evaluate and explore the feasibility of 
joint action in developing and commercializing new apple products. Membership 
would consist of representatives from the USDA (ERS, SRS, and ARS), the land- 
grant colleges and other universities, and the apple industry. 


3. Supply 


a. Reclamation Projects.--There is a need to insure that adequate long- 
run evaluation is made of the agricultural aspects of Bureau of Reclamation 
projects. The Secretary of Agriculture through his position on the Water Re- 
sources Council should seek a more realistic evaluation of the local area im- 
pact and the economic impact on other producing areas. 


b. Foreign Labor.--The Department of Labor should be encouraged to pro- 
vide continued support and improve avenues for the importation of foreign work- 
ers during periods of peak seasonal demand as areas utilizing foreign workers 
continue to adjust to a changing farm labor situation. 


4. Removal of Foreign Trade Barriers 


Efforts toward removal of trade barriers in foreign markets should be in- 
tensified. This action can be accomplished through the Department of State 
and the Office of the Special Representative for Trade Negotiations. 


Research 


The marketing team would be remiss if it did not indicate the general feel- 
ing of representatives of the apple industry, college and State personnel, USDA 
employees, and others regarding research needs. The team recommends that future 
expansion of research programs in support of the apple industry be in the 


direction of marketing. The message consistently came across loud and clear 
that production problems are under reasonable control and that the serious un- 
solved problems are in marketing. In addition, the apple industry in the 
future will need to increase their direct inputs into the development and se- 
lection of research efforts that will have a high payoff for apple producers. 


The USDA, in conjunction with State experiment stations, land-grant colleges 
and other universities, State departments of agriculture, and the industry, 
should continue to expand research efforts in support of the apple industry. A 
list of priority research needs follows with no attempt to be exhaustive. Other 
research problems requiring attention are discussed in the supplemental chapters 
to this report. The appropriate USDA agencies that would be involved are listed 
in parenthesis. 


1. Maturity Indices.--Objective methods and indices for determining imma- 
turity and ripeness for commercially important varieties need to be developed. 
This type of research is needed immediately on a regional basis. (ARS and AMS .) 


When accurate methods and indices are devise: for measuring maturity and 
ripeness, U.S. Standards for Grades of Apples should be revised. This will re- 
quire fruit at shipping point to be mature but no more advanced in firmness 
(ripeness) than firm ripe. (See paragraph 51.323 of.current U.S. Standards for 
Grades of Apples.) 


2. Consumer Needs.--It is recommended that an indepth appraisal be made 
of (a) consumer requirements for apples and apple products in the household 
market; and (b) hotel, restaurant, and institutional requirements of the away- 
from-home market. Emphasis should be placed on determining the desired charac- 
teristics of fresh apples, market potentials for apple juice, and the present 
and future product forms needed by the away-from-home market. (ERS, SRS, ARS, 
and other.) 


3. Labor and Mechanical Harvesting.--Apple harvesting now requires large 
numbers of workers for a short period of time. There is a need to expand ef- 


forts to develop mechanical harvesting systems for the orchards of today and the 
future. Innovative approaches are needed to develop harvesters that minimize 
fruit damage and interface with postharvest handling operations. 


There is also a need to develop improved cultural systems that will dis- 
tribute the annual labor requirements for apple production more evenly during 
the year and encourage fulltime employment of farmworkers. (ARS and Coopera- 
tive State Research Service (CSRS) .) 


4. Coordination.--Coordinated national research programs for apples are 
urgently needed and the USDA (CSRS and others) can help in providing leader- 
ship and support. Special efforts should be made to encourage States with a 
national, rather than a regional, interest in an area or commodity, such as 
apples, to develop coordinated research proposals for funding. There is a 
need to insure that regional research is being focused on industry problems and 
not on "like to do" projects with little regard for industry priorities. 
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2. Sorting Equipment.--There is a need to develop and evaluate equipment 
to detect, grade, and segregate poor-condition apples, including bruised apples 
and apples with invisible water core. (ARS.) 


6. Processing Prices.--Research in major processing regions is needed so 
that the price to growers can be better based on quality delivered. This in- 
cludes studies on raw-product sampling techniques, characteristics for optimum 
processing, and pricing formulas. (ARS.) 


7. Packaging.--Increased efforts are necessary to develop, test, and adopt 
improved packaging that considers the total marketing system, is standardized, 
can be accomplished mechanically, requires less materials, reduces repackaging 
during marketing, and protects the apple during distribution. (ARS and ERS.) 


8. Retail Handling.--Studies of apple merchandising practices in super- 
markets are needed to determine handling procedures, shelf-life, turnover, and 
rate of deterioration under different holding conditions. (ARS and ERS.) 


9. Truck Transportation.--Research is needed to solve problems associated 
with truck shipments of fresh apples. Emphasis should be placed on mechanical 
refrigeration, loading patterns, air circulation, shock absorber systems, and 
loading capacities of trucks. (ARS.) 


Extension 


USDA Extension Service personnel, in conjunction with the Cooperative State 
Extension Service, should provide leadership to develop teams of Federal, State, 
and industry personnel to set educational goals and assign responsibility to 
prepare and present materials for well-developed, coordinated, industry-wide 
educational programs. Several types of programs are needed. 


1. Marketing Specialists.--The USDA Extension Service and some State ex- 
tension services should increase the number of fruit marketing specialists. 
Many States have no extension personnel working on fruit marketing. The use of 
regional fruit marketing specialists should be considered. 


2. Production Management.--There is a need for nationwide programs for 
apple growers with emphasis on evaluation of individual orchard blocks, farm 
labor management, and financial management. 


3. Firm Organization.--Advice and counsel is needed on the benefits and 
drawbacks of alternative industry organizations. Many growers, packers, coop- 
eratives, and sales agencies are considering consolidating into more viable 
units to bring increased stability to their marketing and to strengthen their 
bargaining position as sellers and buyers. Growers of apples are considering 
cooperatives, joint ventures, mutual participation contracts, marketing orders, 
and bargaining associations as a means of improving working relationships with 
buyers. 
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4.  Quality.--Improved education programs for growers and fruit handlers 
are needed to make greater use of existing information on ways to maintain 
quality. Emphasis should be placed on harvest maturity, preventing bruising 
and other deterioration, good storage procedures, and proper packaging and han- 
dling through marketing channels. 


5. Retail Handling.--The team recommends an educational program to train 
warehouse and retail store workers to properly handle, store, and display loose 
and consumer-packaged apples. 


6. Direct Marketing.--Additional education programs and materials are 
needed to aid direct marketers such as roadside stands and pick-your-own opera- 
tions. 


Industry 


State and Federal institutions can help the apple industry in many ways. 
However, the major improvements in apple marketing will continue to come from 
the industry itself. Some of these possibilities are listed below. 


1. Standardization.--The team recommends that growers through their in- 
dustry organizations establish packaging committees to standardize containers, 
reduce the number of apple sizes packed, set minimum performance standards for 
shipping containers, and evaluate experimental containers. 


2. Promotion.--It is recommended that the apple industry expand its pres- 
ent promotional programs on two levels: First, its national programs, parti- 
cularly its consumer-oriented programs, with greater emphasis on good-tasting 
apples, health, the youth market, the away-from-home market, etc; and second, 
stronger State and regional programs aimed at retailers, improved coordination 
to achieve more regional effort as opposed to State-versus-State programs, and 
stronger regional organization to achieve greater and more equitable particpa- 
tion by many States not presently able to carry their share in promotion pro- 
grams. 


3. Processor Pricing.--There is a need for apple processors to establish 
a variable payments system that reflects the value of higher quality fruit. 
Premiums might be based on results of USDA inspection that could be performed 
using processor specifications. These specifications could deviate from U.S. 
grade standards. 


4, School Lunch Contacts.--The apple industry needs to improve contacts 
with school lunch managers by (a) having field representatives work with school 
district agents within States on timing of shipments, proper handling, storage 
practices, etc., and (b) working with schools at the local level to encourage 
use of fresh apples and processed apple products. 
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2. Juice Apple Production.--The team feels that the potential of the 
juice market needs to be evaluated. Producers and research personnel should 
be encouraged to examine the economic feasibility of producing juice apples. 


6. Labeling.--All consumer packages and shipping containers should be 
labeled with recommended handling and storage instructions for apples. Con- 
tainer marking recommendations of container committees such as that of the 
Produce Marketing Association should be adopted. 


7. _Labor.--Producers need to reevaluate approaches towards employment of 
agricultural labor. Over the long run, it will be in the interest of employers 
to provide year-round employment individually or collectively for their employ- 
ees. 


8. New Products.--Apple processors should explore the possibilities of 
joint research and development ventures on new apple products with USDA regional 
laboratories. 


9. Coordination Between Organizations.--Efforts by the apple industry to 


develop closer working relationships between State, regional, and national or- 
ganizations should be continued. Formal and informal exchanges of ideas, joint 
development of advertising materials, etc., would improve the efficiency of 
present advertising dollars. 


10. Tax Legislation.--Although it does not appear to be a serious problem 
at the moment, apple growers should consider and discuss capitalizing develop- 
ment costs for young apple orchards as planting costs are capitalized at the 
present time. Citrus and almond growers requested this legislation and are 
currently included under Section 278 of the IRS code. Similar inclusion for 
apples would remove the tax incentive for nonfarm investors to plant apple 
orchards. 


11. Communication and Support.--It is a final recommendation of the team 


that the apple industry in the future must take greater responsibility and ini- 
tiative as individuals and through its organizations in solving industry prob- 

lems. This will include providing guidance, direction, and meaningful support 

for research, extension, and service programs of both State and Federal Govern- 
ments. At the same time these institutions should continue to be responsive to 
the needs of the apple industry and keep communication lines open. 
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SUPPLY 


Introduction 


In the fall of 1971 an estimated 6.8 million bushels of apples were not 
harvested, including 3.0 million bushels in New York, primarily in western New 
York. Reasons given for this economic abandonment were lack of a processing 
market and low prices. The 1971-72 marketing season was also the third consec- 
utive season in which prices for both fresh and processing apples were depressed. 
Many producers feel this is a direct result of overproduction. 


During the past 3 years, many growers have been unable to recover their 
direct costs of production and harvesting and as a result have been forced to 
Operate by depleting their equity and investment. In most cases this has meant 
using up savings and borrowing capital, even for the efficient and progressive 
producers. 


The oversupply problem and concurrent low prices to growers have developed 
for a variety of reasons: 


1. Overly optimistic plantings of new orchards in the early and mid- 
1960's as a result of favorable prices at that time. Many of these new orchards 
are now coming into heavy production. 


2. Higher yields with new blocks due to higher density plantings, improved 
-rootstocks, and better cultural practices. These trees come into heavy bearing 
at an earlier age than standard rootstocks. 


3. A failure to cull out older trees, poor blocks, and weak varieties due 
to the favorable economic climate of the midsixties. The result is a surplus 
of usually inferior apples coming from overage deteriorated trees. 


4, The inability of individual growers to act jointly and control produc- 
tion as an industry. 


5. The emergence of part-time apple producers with off-farm income who do 
not depend primarily upon apples for a livelihood. 


6. The necessity to push excess poor quality fruit into the processing 
channel, which is already well supplied with blocks aimed only toward processing. 


7. The inability of the industry to rapidly adjust bearing acreage, due 
to the long-term nature of orchard investments. 


As a result of discussion with the apple industry, several problem areas 
were delineated concerning apple production. These areas were: 


1. Lack of a coordinated approach to industry supply problems. 


2. Continued production of outdated varieties and poor-quality apples on 
aged trees. 
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3. Lack of a dependable and efficient seasonal labor supply. 


4. Poor financial management. 
5. Uneconomic inducements to orchard expansion. 


6. Inability to capitalize on the expanding demand for apple juice. 


Coordination 


Problem 


There is a lack of a coordinated approach to industry supply problems. 
The apple industry was composed of 21,290 commercial growers in 1969 according 
to the U.S. Census whose individual and regional interests often conflict with 
those of the industry. This makes it difficult to even discuss objectively any 
industrywide activities attempting to influence supply and quality. 


Discussion 


Apple producers are small in size and compete with one another in selling 
their crops. Growers are basically price takers when dealing with processors 
and shippers; and packers are in a similar position when dealing with large 
retail buyers. No one grower or shipper is large enough to substantially in- 
crease his income by withholding apples from the marketplace. On the other hand, 
often the easiest way to increase returns is to plant more trees. The result 
is that producers have no muscle or coordination of either their selling or 
production decisions. Each individual firm goes its own way without considering 
the overall effect on the apple industry. 


In discussions with the apple industry, interest in coordinating the ac- 
tivities of producers was expressed in several ways. These programs are either 
geared toward regulating supply or toward increasing demand. 


Federal Marketing Order for Apples.--Several quality, packaging, supply, 
and distribution control alternatives are possible under the Agricultural 


Marketing Agreement Act of 1937, as amended. Currently the industry cannot 
discuss realistically any of these alternatives because several large apple- 
producing States are excluded from differing provisions of the act as it applies 
to apples. Presently there are no Federal marketing orders in effect for 
apples. However, there are State marketing orders for apples in effect in 10 
States. 


The Agricultural Marketing Agreement Act of 1937, as amended, authorized 
marketing orders for apples as follows: (1) An order or orders may be issued 
for apples produced in Washington, Oregon, Idaho, New York, Michigan, Maryland, 
New Jersey, Indiana, California, Maine, Vermont, New Hampshire, Rhode Island, 
Massachusetts, Connecticut, Colorado, Utah, New Mexico, Illinois, and Ohio; and 
(2) an order or orders may be issued for apples for canning or freezing produced 
in the above-named States except Washington, Oregon, and Idaho. 

sh 


Before an order or orders can be issued for apples produced in any State 
not named above, an order or orders for canned or frozen apples, or an order or 


orders for apples for canning or freezing produced in Washington, Oregon, and 
Idaho or in any State not listed in (1) above, the act would have to be amended 
through legislation on the part of Congress to provide authority for all such 
orders. 


Direct Governmental Control.--Various governmental control mechanisms were 
suggested to limit apple production, including licensing of producers, acreage 
allotments, planting permits, marketing quotas, and marketing certificates. 
Many of the suggestions were tied in with the need for base prices, an apple 
bank, guaranteed prices, price supports, etc. Nearly all the proposals would 
require legislation and a willingness for growers to accept supply control in 
exchange for higher prices. 


Given the generally inelastic demand for apples at the farm level, supply 
control should increase revenue to growers, at least in the short.) Tun.e ele 
effect, a given reduction in supply will induce a proportionally greater in- 
crease in price, increasing total revenue, but the response is probably not as 
great as would be expected for other commodities such as potatoes. In addition, 
over time consumers have the option of substituting other fruit and dessert 
items for apples. 


Considerable opposition to supply control was voiced by representatives of 
the apple industry, including spokesmen for some of the larger producer organi- 
zations. The difficulty of getting agreement among participants as to the 
action that should be taken is the result of wide variations between firms in 
terms of size of enterprise, production costs,. product quality, varieties pro- 
duced, and market outlets available. 


Another complicating factor is that rigid supply control programs often 
result in capitalization of the benefits of the programs into the cost of 
allotments or licenses. This can result in shortrun gains for current producers 
but provides a barrier for new growers entering the industry. 


Developing a Reliable Outlet for Production.--This solution involves a 
restructuring of the apple industry. Growers tend to be price takers and some 
growers of fresh and processing apples have a hard time marketing their crop at 
any price. Growers need to develop strong cooperatives, vertically integrate, 
develop a strong bargaining association, and/or enter into long-term agreements 
with shippers to produce for a market. Similar arrangements including long-term 
contracts could be entered into in the processing market. The goal would be to 
have a firm commitment by handlers for as much of the crop as possible. 





Expanding Sales and Increasing the Demand for Apples.--Expanding the demand 
for apples through various types of industry and Government programs will make 
it easier to market the present crop. The programs involving promotion, new 
product development, Government purchases, and expanding exports are discussed 
in another section of the report. 


14 





Let Nature Take Its Course.--A literal interpretation of this solution is 
to control production through nature--freezes, drought, wind, heat, disease, 
insects, etc., all have a share in controlling production. Economics also 
serves to control supply, although not without hardship for many producers. 
After a period of several low-price years and the inability to market all of the 
crop, many of the poorer managers and marginal producers will be forced out of 
the apple industry; those firms remaining will need to take a closer look at 
planting decisions. According to the 1969 Census of Agriculture, the number of 
farms reporting apple production declined 61 percent from 54,583 in 1964 to 
21,290 in 1969. A similar decline over the next 5 years would result in only 
8,300 apple growers in 1974. A key to the success of this solution is to provide 
as much information to growers, packers, and processors as possible so that in- 
formed decisions can be made as to the profit potential of the industry. 


Recommendations 


1. The Agricultural Marketing Agreement Act of 1937 needs to be amended 
to include all producing areas under provisions for fresh apples and apples for 
processing. 


2. The apple industry should take advantage of the legislation and 
consider: 


a. Grade, size, and/or quality regulations for fresh and/or processed 
apples. 


b. Developing nationwide and regional promotion programs. 
c. Mandatory inspection for fresh and/or processed apples. 
d. Uniform regulations for containers. 

e. Funding production and marketing research programs. 


3. The team is neutral on the use of a Federal market order as a supply 
control mechanism. If a Federal market order were used as a supply control 
device it is recommended that it be national in scope and include both fresh 
and processing apples. The USDA should stand ready to assist the apple industry 
with a Federal market order if so desired. 


4. Direct governmental supply control programs such as marketing quotas 
or price supports are not recommended by the team. 


5. Growers should develop firm long-term markets for their apples so they 
are not so vulnerable at harvest. This can be done through cooperatives, ver- 
tical integration, bargaining associations, long-term contracts, etc. The USDA 
should provide economic and technical assistance where possible through agencies 
such as Farmer Cooperative Service (FCS), Agricultural Research Service (ARS), 
Extension Service (ES), Economic Research Service (ERS), and Farmers Home Admin- 
istration (FHA). Of special interest in recent years is the emergence of joint 
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ventures between corporations and farmer cooperatives (1). 1/ These arrange- 
ments provide cooperative members with an assured "home" for their product 
coupled with the marketing expertise of the corporation. The corporation in 
turn acquires an established procurement system and a guaranteed source of 


supply. 


6. The team is in favor of adjustment by the apple industry in response 
to economic conditions. This consists of exit and entry of firms, planting and 
tree removal decisions, etc., all of which are necessary to provide a viable, 
healthy industry. The adjustment process includes relocation and concentration 
of production in areas with relative comparative advantages, shifts in varieties, 
changes in technology, and a continuing reassessment of consumer needs and 
preferences. To aid the adjustment process, more coordinated and precise pro- 
duction and marketing information is needed. These needs are discussed in 
detail in the section on marketing efficiency. 


OLD TREES 


Problem 


There is continued production of outdated varieties and poor quality apples 
on aged trees. Production from many of the old varieties is not readily accepted 
in the market and prices must be cut to obtain consumer acceptance and subsequent 
movement of fruit through the market. This price cutting has a depressing effect 
on the more popular varieties. In addition, there is a marked tendency to pro- 
duce poorer color and smaller size fruit on the inside of older trees. These 
old trees are larger when mature than the newer plantings on dwarfing rootstocks. 
Their removal and possible replacement with size-controlled trees is essential 
for the development and adoption of new orchard technology, particularly mechan- 
ical harvesting. 


Programs have been instituted at various times and in various areas to 
obtain accelerated tree removal. The Economic Community currently has an orchard 
grubbing campaign underway in member countries to obtain apple, peach, and pear 
tree removal. As of March 1, 1971, applications had been received from 60,262 
growers to remove 239,640 acres of fruit trees. In order to receive the $327 
per acre payment, a grower must renounce any new plantings for a period of 5 
years. Apparently there have been substantial differences in reception of this 
program among EC countries. Italy has refused to fund its share of the program 
while France has tightened the conditions so that not only are trees removed 
but the producer must seek other employment. 


During 1941-43, the USDA had an Agricultural Conservation Payment Program 
for the removal of diseased and uneconomic fruit trees. Payments were made to 
24,738 growers to remove trees on 114,530 acres. Payments ranged from $0.30 to 
$0.75 per tree, depending on trunk diameter, with a maximum $15.00 payment per 
acre. 


1/ Underscored numbers in parentheses refer to the references at the end 
of the chapter. 
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The industry in the East and Central United States particularly feels that 
some form of governmental inducement to assist in the removal of older trees 
and poorly marketable varieties would help the industry adjust to changing pro- 
duction technology and market requirements. 


Estimates of the maximum cost of removing trees in such a program for the 
primary apple-producing States are indicated in table 1. Trees planted in 1939 
and prior years total 3,502,285; and those during the period 1940-49, 3,298,354. 
Detailed tree information is shown in table 2. 


These figures indicate that a total of 6,800,639 trees, or 21.3 percent of 
all apple trees in the primary apple-producing States, are 22 years of age or 
older. Probably very few of those planted during the 1940-49 period would or 
should be drawn into a tree removal program, but a very large proportion of 
those planted in 1939 and prior years probably should be removed. 


A tree removal program would have considerably different effects and 
participation in different areas. In the States of Washington and North Carolina, 
for instance, there are few old trees. However, in California, Michigan, New 
York, and the Appalachian producing areas, there are substantial numbers of very 
old trees, including almost one-quarter over 30 years old. 


Solutions 


1. Recommend to apple producers that they utilize marketing order provi- 
sions to provide for a grower assessment to be utilized as an inducement for 
growers to remove old trees producing fruit of poor quality, small size, and 
varieties difficult to sell and utilize in fresh and processing markets. Au- 
thority to conduct such a program may require a liberal interpretation of 
marketing order legislation. Decisions on assessments, payment rates, varieties, 
and age of trees to be removed would be made by a grower committee. 


Table 1,--Maximum direct payment in an apple tree removal program 
Total payment to remove all trees planted prior to: 


Payment rate 


per tree O39 1949 
$5.00 SiL/ Dll seo $34,003,195 
3.00 10,506,855 20,401,917 
eeu Oo eh oe 17,001,598 
2.00 7,004,570 13,601,278 
1.00 5,902,255 6,800,639 
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2. Undertake a USDA tree removal program through Agricultural Stabiliza- 
tion and Conservation Service (ASCS) for orchard adjustment, similar to the 
1941-43 Agricultural Conservation Program. This might come under title VIII of 
the Agricultural Act of 1970. Such a program would be aimed at assisting in 
the removal of old standard trees and poorly accepted varieties. If only the 
primary commercial agricultural States were eligible for such a program, the 
direct costs of such a program are indicated in table 1 for differing payment 
rates per tree. The rough cost of removing apple trees in a commercial orchard 
iseso. 00) per tree. 


An alternative procedure for conducting the program would be a voluntary 
program of payments based upon grower bids, such as that included in table 3. 
Under the grower bid method, an individual grower would submit bids of acres 
and tree numbers that he would be willing to take out for a specified price or 
rate of payment. He could also be required to include in his bid various in- 
formation on recent production, variety, age of trees, and other information 
needed to aid the Government in making a decision on what bids or portions of 
bids to accept. 


Table 3.--Example of a grower bid for orchard removal payment 


Recent Bid Bid 
Number Number average Tree price price 
of of production age per per 
acres trees Variety (bushels) (years) acre tree 
6 200 Jonathan 2,500 60 S225tr 36%, 7 5 
4 T50 Hubbarston ae 300 60 250 6.67 
S) 160 Baldwin 1,000 70 150 4.68 
7 ZU R.I. Greening 200 70 200 6.2.30 
3 150 Jonathan 400 30 100 2.00 
2 200 Jonathan 300 30 50 25 
4 120 Baldwin 500 50 100 oe) 
2 360 Neo Dy 2,400 50 OO mmm Lie 7 
5 150 Red Delicious 1,600 50 500 1G.07 
3 150 Red Delicious 500 50 450 900 
4 200 Jonathan 00 30 500 10.00 
4 200 McIntosh 1,400 30 500 10.00 
6 600 Starkcrimson 800 PZ 800 8.00 
4 400 Jonathan 1,000 12 800 8500 
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Once the administrators knew how much response they would get at different 
rates of removal payments, it might be desirable to accept bids up to one maxi- 
mum level payment rate in one production area and up to a different level of 
payment in other regions. The effects upon variety composition and different 
market utilizations, such as fresh and processed, could also be taken into 
account by assessing the information provided by growers in their bids. 


A grower would have an incentive to bid low; otherwise he would run the 
risk of not getting any payment. The grower would certainly bid a high price 
per acre for those orchards that were productive and with high expected profit 
streams. Thus it would be expected that few of these would be removed under 
such a program. With the grower bid method, it might be desirable to require 
the grower to submit a map of the blocks that he is bidding for removal payment. 
These maps could be used to check compliance. 


3. Undertake a strong educational program with growers to evaluate their 
individual orchard blocks and to encourage voluntary removal where indicated 
for the growers’ own economic benefit. This program could be conducted by the 
respective State Cooperative Extension Services with leadership from the Federal 
Extension Service. 


4, Add stronger condition standards in U.S. grades of fruit being sold for 
fresh market to keep poor quality fruit out of market channels. This would 
provide a stronger economic incentive for growers to remove blocks producing 
poor quality fruit and upgrade the quality of fruit available to consumers. 


5. The industry should evaluate customary packing charges to more clearly 
reflect the cost of packing lower grade apples. This would also provide an in- 
centive to remove trees producing poor quality fruit. 

Recommendations 

The marketing team recommends that the Department undertake solution 3 and 
cooperate with the industry on solution 4. Strong consideration should also be 
given to the grower-bid procedure for tree removal as outlined in the second 


solution. This procedure would have a substantial educational benefit in en- 
couraging growers to evaluate the potential income from various orchard blocks. 


Seasonal Harvest Labor 
Problem 


It is becoming increasingly difficult to obtain competent seasonal harvest 
labor in the apple industry. 


20 








Discussion 


Current apple production techniques require a heavy input of harvest labor 
in relation to total crop labor requirements, as indicated in the following 


tabulation. The requirements per acre are not expected to change significantly 
int lOZ75: 


Man-hours per acre to produce and harvest apples 


Total labor Harvest Harvest as a 
Period required labor eo Lacota | 
1964-68 126 68 54 
1975 (estimated) Liz 64 5 7 


source: (2). 


This harvest labor peak necessitates a labor pool projected to 1975 of 
33.9 million man-hours versus an annual labor requirement of 29.6 million man- 
hours during the 1964-68 period. "Migratory workers, those who travel to at 
least the next county and remain away at least overnight, are a relatively small 
segment (257,000 or about 10%) of the hired farm work force" (3). With apples, 
however, migrants contribute a much more significant proportion of the work 
force, and under the current organization of some farms, migrants perform 
perhaps the most crucial role in the production process by moving as they do to 
fill critical and fluctuating seasonal labor demands. 'Despite their present 
critical role, their continuation perpetuates a class of worker whose social 
and economic conditions are among the lowest in the American labor force" (4). 
Present-day social and political forces are pushing for a termination of the 
current type of migratory farm labor system. 


This migratory system is supplemented in the Eastern United States by 
importation of approximately 6,000 foreign workers from the British West Indies 
and Canada and in the West by Mexicans crossing illegally into the United States. 
Sixty percent of the seasonal labor force in 1969 was housewives and students. 


The challenge to the apple industry is to develop a year-round work pattern 
for employees through altering crop labor requirements, mechanization during 
peak labor periods, and developing labor techniques to utilize nonfarm workers, 
housewives, and students during the remaining peak labor periods. 


The labor problem which overrides all others is the threat of harvesttime 
strikes and secondary boycotts by labor organizers. With no ground rules es- 
tablished in legislation for the organizing of agricultural employees, producers 
are fearful of the effects of a harvest strike or boycott on their financial 
solvency. With very high fixed costs in the annual production of an apple crop, 
such an action would force financial insolvency on a high proportion of growers 
in a single year. 


zt: 


Solutions 


1. There is a need for labor legislation that would provide ground rules 
for collective bargaining between farmworkers and growers such as H.R. 13981 


(Quie Bill). 


2. The Department of Labor should be encouraged to provide continued 
support and improve avenues for the importation of foreign workers during periods 
of peak seasonal demand, as these areas continue to adjust to an altered farm 


labor situation. 


3. Develop a framework to coordinate current migrant seasonal workers that 
will provide them with full employment and a minimum number of job moves. This 
framework could be developed by farm employers, a "migratory workers" union, or 
an expansion of the current seasonal labor activities of the Department of 
Labor. Such a program must alleviate the conditions under which migratory farm 
laborers in 1969 worked an average of 78 days at farmwork and 50 days at non- 
farmwork for average annual earnings of $1,732 (5). 


4. Provide increased research emphasis by ARS and Cooperative State 
Research Service (CSRS) on production and harvest methods that will distribute 
the annual labor requirements for apple production more evenly during the year. 
This would include expansion of the harvest season, development of improved 
dwarfing rootstocks, harvest mechanization, etc. 


5. Encourage the Department of Labor to move more rapidly on the educa- 
tional efforts for farm employees outlined in the "Manpower Task Force." 


6. Develop extension programs with workers and employees on farm labor 
management. For employers, particular emphasis needs to be placed on farm 
adjustment to provide year-round employment and instruction in how to recruit, 
supervise, and understand the needs of local seasonal employees and migrants. 


Recommendations 
Major emphasis should be put on items 1, 4, and 6 for longrun solutions to 
the labor problem. Improvement of the programs concerning foreign workers 


should be developed to provide for a period of adjustment to the conditions of 
a nonmigratory labor force. 


Financial Management 
Problem 


The current period of low apple prices has forced many growers into finan- 
cial difficulty. 
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Discussion 


The nature of apple production requires large amounts of annual expenditures 
for production. Updating orchard blocks with new varieties and rootstocks re- 
quires substantial capital outlays with no return for 5 to 7 years. The normal 
pattern for the industry has been self-financing by growers, or, in the case of 
some fresh fruit areas, advances by sales agencies for annual production 
purposes. With several poor income years back to back and the accelerating 
pace towards larger productive units, producers are being forced to finance more 
of their operations from borrowed funds. Many of these growers are not well 
versed in financial management and the preparation of appropriate statements and 
budgets to obtain credit from financial institutions. Their expressions of 
concern have motivated requests for some form of emergency financial aid. 


Solutions 


1. Develop in apple-producing regions some form of emergency operating 
funds on a highly supervised credit basis. This might be accomplished through 
the Farmers Home Administration. Current FHA agricultural financing programs 
do not provide adequate supervision to help apple producers who are in financial 
trouble. These producers require guidance to alter their operations to meet 
changing economic conditions before lasting improvement can occur. 


The current situation is not a result of circumstances arising from condi- 
tions which would allow the usual emergency FHA provisions to be utilized. 
Even if they could, these funds are not what is needed, The poorly financed 
producers require credit and management assistance to change the production 
unit, not just keep it operating through a short-term emergency period. 


2. Develop an apple producer management educational effort through the 
Cooperative Extension Service to provide intensive educational programs with 
producers in the area of financial management, as well as overall management 
techniques and analysis as a basis for self-improvement. Such an effort would 
also provide an avenue for many growers who cannot improve their economic 
situation to recognize that fact and seek alternative employment opportunities. 


3. Encourage Cooperative Extension Service efforts to work with the credit 
agencies to enable them to better understand the credit needs of apple producers, 
and therefore fit loan requirements and repayment programs more correctly with 
the needs. This might take the form of a special credit seminar to reach those 
credit personnel operating in fruit regions. Current credit training programs 
have not addressed themselves specifically to fruit loans, but have concentrated 
on cash crop and livestock situations. 


Recommendation 


Items 2 and 3 should be included as part of a joint Federal-State extension 
team effort with the apple industry. 


We do not recommend an emergency FHA program for areas of the apple industry 
unless substantial additional loan supervision can be provided to encourage 
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growers to make the changes that are necessary to permanently improve their 
situation. 


Orchard Expansion 


Tax Laws 


Problem.--Although the apple industry is already overproducing, continual 
expansion can occur and is occurring as a result of noneconomic income tax 
inducements to offset nonfarm ordinary income and convert it to capital gains. 


Section 278 of the Internal Revenue Code requires, under the cash method 
of income tax reporting, the capitalization of planting and development costs 
to bring a citrus or almond orchard into production. These rules do not apply 
to the development costs in other tree fruits, including apples. This provides 
an opportunity for nonfarm investors to plant new orchards, deduct, over a 
period of years, the annual development costs from other income, and then sell 
the bearing orchards. Any gain over land acquisition and planting cost is 
treated at capital gains rates. In practically all cases, the sale price is 
less than the total cost, but even an economic loss creates a net positive cash 
benefit because of the differential taxation rates. The tax advantage also 
accrues to the current producer, who is in the business to make a current eco- 
nomic income. However, the tax advantage is not as substantial because, 
generally, the current producer's tax bracket is not as high and he takes the 
income in later years as current income instead of selling the farm at capital 
gains rates. 


Solutions.--Either include apples under section 278 of the IRS code or 
require fruit producers and all farmers and ranchers to utilize the accrual 
method of accounting for income tax purposes. 


Any change will require new legislation. If the almond growers' experience 
is indicative, it could be easily achieved. 


Recommendation.--Although it does not appear to be a serious problem at 
the moment, the industry should examine and discuss the pros and cons of in- 
cluding apples under section 278 of the IRS code. The present industry benefits 
tax-wise and accounting-wise by being excluded from these provisions. Citrus 
and almond growers did not react until outside investors had helped create a 
substantial oversupply and it was already too late to remedy the situation. 


Bureau of Reclamation Projects 


Problem.--Frequently there is an uneconomic inducement for orchard ex- 
pansion in Bureau of Reclamation projects. 
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Discussion.--The apple industry over the past 20 years has undergone a 
gradual decline in acreage along with a major shift in relative importance of 
production regions from East to West (table 4), While the Eastern and Central 
regions have reduced tree numbers, the West has expanded. 


Table 4.--Apple tree numbers in the United States, selected years 
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Source: U.S. Census of Agriculture. 


During the late 1950's and into the mid-1960's, these opposite trends 
about balanced so that tree numbers were relatively stable. In the late 1960's, 
all areas expanded tree numbers. The West's expansion has been particularly 
rapid, as indicated in tables 4 and 5. Part of the economic inducement for the 
expansion in the West can be attributed to highly favorable water rates. These 
rates are provided during the orchard development period by means of delaying 
the annual farm assessment for waterworks up to 10 years. This provides a 
substantial subsidy to new apple and other tree fruit plantings, especially 
when combined with the Federal assistance and low interest loans for the major 
water project itself. 


The Bureau of Reclamation should develop a more realistic evaluation of 
local area and total industry impact of the agricultural phases of reclamation 
projects. More favorable water rates should not be provided where that cost 
advantage provides an economic advantage for new tree plantings over other 
competing areas. 


Recommendation.--Recognizing the interagency differences involved, the 
Secretary of Agriculture should utilize his position on the Water Resources 
Council to ensure that adequate longrun evaluation is made of the agricultural 
aspects of Bureau of Reclamation projects. This should include not only a more 
realistic evaluation of the local area impact but also the economic impact on 
other producing areas. 
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Table 5.--Apple acreages, production, and value under Federal Reclamation proj- 
ects, Region I (Washington, Oregon, Idaho), 1955-70 1/ 
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1/ Federal Reclamation Projects, Statistical Appendix 1949-70 Crop Report and 
Related Data. U.S. Dept. of the Interior, Bur. Reclamation, Div. Irrig. and 
Land Use. 


Apple Juice 


Problem 


The apple industry has not been able to capitalize on expanding demand for 
apple juice. Per capita consumption of apple juice increased from 1.2 pounds 
per capita in 1960 to nearly 4.0 pounds in 1971. In 1961, 728 million pounds 
of apples were utilized for juice; in 1970, only 1,200 million pounds went into 
juice. A major portion of the increased consumption has come from juice imports. 
Slightly more than half of these imports in recent years have gone into wine 
production. 


Traditionally, the apple juice market is considered the "market of last 
resort" for a producer's apples. It is the market for culls, non-popular 
varieties, poor quality, and drops. As such, it provides a floor price for 
fresh market and processing apples. Producer prices fluctuate widely during 
the season and in response to import prices. 


Because of these characteristics, producers have not critically evaluated 
the future potential of the apple juice market, particularly for wine, and the 
adjustments that might be made in production and harvesting practices to produce 
directly for the market, rather than continuing the juice market indefinitely 
as a tertiary market. 


Recommendations 


1. Research efforts are needed by the industry as well as ARS, ERS, and 
CSRS on the market potential for apple juice. If this market continues to 
grow, an examination will be needed of optimum characteristics for juice apples 
and an evaluation of production practices to achieve volume where finish, as 
for the fresh market, and size, as for the processing market, are not critical. 


2. Examine ways to reduce the extreme price fluctuations in the juice 
market, particularly those resulting from imports of concentrated juice dumped 
into the U.S. market. 


3. Emphasis is needed on stabilizing the price of the juice market. This 
might be accomplished by the apple industry through contracts and bargaining 
associations. 


4. The industry should reevaluate its approach to the juice market, 
particularly to encourage examination by producers and research personnel of 


cultural practices and the economics of producing juice apples. 


5. Quality standards for apple juice should be improved. 
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QUALITY 


Introduction 


The quality of apples marketed has a direct impact on the income of apple 
growers, The marketing system directly rewards producers through higher prices 
if quality is good; lower prices result with poor quality apples. 


Quality has a second and less direct but equally important effect on pro- 
ducer income. This is the impact of consumer tastes and preferences on consumer 
confidence in apples. When a consumer purchases poor quality apples, he may 
decide to postpone his next purchase or make an additional purchase only at a 
lower price. The result is that when a grower sells poor quality apples, con- 
sumers lose confidence in the product. This loss of confidence depresses prices 
for all other producers, A similar situation holds for processed apple products. 


Over time, consumer confidence can be reinforced and built through a con- 
sistently good quality product and the creation of a more favorable attitude 
toward apples through promotion. In essence, consumers will increase their 
demand or taste and preferences for apples. However, consumer tastes and prefer- 
ences are akin to the stock market in that confidence goes up slowly but can 
come down fast. All of this leads to the point that the apple industry cannot 
afford the right of "economic salvage" and expect to remain viable. Economic 
salvage is interpreted as allowing poor quality fruit to be dumped on the market 
at amy price in order to salvage some return for a few producers. The cost of 
"dumping" is then also borne by producers of good quality fruit. 


This section looks at quality--one of the most serious problems of the 
apple industry--from three points of view: (1) the cost of economic salvage 
in 1969-70, (2) quality and quality maintenance, and (3) U.S. grades and 
standards. 


Cost of Economic Salvage in 1969-70 


The 1969-70 season was characterized by heavy production, low prices, and 
poor quality for a good portion of the crop. A USDA study of the retail demand 
for fresh apples illustrates what happened to consumer tastes and preferences 
in that season (2). 1/ Retail demand for apples was examined from 1964-65 
through 1969-70. In addition, season-to-season changes in the total retail 
value of fresh apples were studied, plus the amount of change in retail value 
contributed by four major factors: Population growth, inflation, change in 
seasonal fresh movement, and shift in consumer demand. 


The study indicated that the retail value of fresh apples generally increased 
from year to year (table 6). An exception was 1965-66 when there was a decline 
in retail value of $43 million from the previous season. The largest gain was 
$105 million in 1968-69. Population growth was a consistent positive contrib- 
utor to increasing retail value, about $5-$6 million annually. A second 





1/. Underscored numbers in parentheses refer to the references at the end 


of the chapter. 
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consistently positive factor was inflation, ranging from $8 million in 1965-66 
to $48 million in 1969-70. 


The change in retail value due to a change in seasonal fresh movement was 
generally consistent with the size of the fresh crop. Retail value increased 
in larger fresh crop years and decreased in smaller fresh crop years. The large 
fresh crop in 1969-70 was worth an extra $65 million at retail, compared with 
the previous season, 


The last item, shift in consumer demand, is of major concern. Consumer 
demand is influenced by consumer incomes, the prices of related goods, the range 
of goods available, and consumer tastes and preferences. The author tested the 
effect of consumer incomes and the prices of substitutes and found that they did 
not have a significant influence in the study period. The range of products 
available does not change rapidly from year to year. In effect, the shift in 
consumer demand represented consumer tastes and preferences. The two big factors 
influencing consumer tastes and preferences for fresh apples were promotion pro- 
grams and consumers' confidence in apples. In 1966-67, 1967-68, and 1968-69 
the retail value of shifts in consumer demand were plus $25 million, plus $47 
million, and plus $32 million, respectively. In effect, promotion programs were 
paying off, consumer confidence was high, and the apple industry was prospering, 


In 1969-70, a heavy volume of poor quality fruit was marketed, often at 
salvage prices. The retail value of the resulting shift in consumer demand was 
minus $85 million. This was in spite of promotion programs and the positive 
influence of the previous 3 years. Translated into returns to growers, $85 
million at retail would represent $25-$30 million at the farm level or $1,200- 
$1,400 per producer. This is equivalent to 10 percent of the total value of 
Ene scrop: 


That quality is a serious problem for the apple industry cannot be over- 
emphasized. Nearly one out of every two industry leaders who contacted the 
marketing team mentioned quality as an area of concern. 


Quality and Quality Maintenance 


A basic concern of the industry is an excess of poor or low quality apples 
grown and being marketed--both for fresh and processing uses, 


The demand for high quality apples frequently is not being satisfied. Too 
much fruit of low quality or poor condition is placed on the fresh market and 
reaches consumers. It may be low quality when it is harvested; or, through 
careless or improper handling after harvest, it deteriorates in storage, packing, 
transport, or retailing. The proportion of poor quality fruit produced has 
increased in some areas, Eating quality is of utmost importance to satisfy 
consumers and stimulate repeat sales. Most consumers who like fresh apples want 
a good-looking, crisp, juicy, flavorful product; not a mealy, tasteless fruit 
or one with internal breakdown. A recent USDA study (1) showed that 28 percent 
of customers sampled were disappointed in apples purchased during the year. 


Quality has become a key to selling apples. Consumers are more discrimin- 
ating, want quality, and are willing to pay a reasonable price for it. Quality 
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in apples is a many-faceted complex of problems. These quality and quality 
maintenance problems are discussed separately in four sections: (1) maturity; 
(2) bruising, decay, and other deterioration; (3) quality segregation and re- 
frigerated storage; and (4) quality packout. 


Maturity 


Problem 


Both immaturity and overmaturity are serious problems in many areas. Har- 
vesting apples of a given variety during the optimum period (often only 10-12 
days or less if long storage is desired) is a major problem--usually impossible. 


Complicating the problem are other factors: (1) There is no single index 
of optimum harvest maturity (days from full bloom, firmness, soluble solids, 
loss of astringency, break in ground color, flesh color, seed color, and starch- 
iodine tests); (2) there are marked differences of maturity on individual trees 
and on trees of different vigor; (3) weather, particularly warm temperature, 
may hasten ripening; (4) grades are weighted heavily on color, so fruit may be 
left on trees too long; and (5) harvest labor is often in short supply and 
poorly trained. 


Recommendations 


1. Research on Maturity Indices.--Objective methods and indices for deter- 
mining and separating degrees of ripeness for commercially important varieties 


need to be developed. This type of research is needed immediately on a regional 
basis, When accurate methods and indices are devised for measuring maturity 

and ripeness, U.S, Standards for Grades of Apples should be revised. This will 
require fruit at shipping point to be mature but no more advanced in firmness 
(ripeness) than firm ripe (see paragraph 51.323 of current Standards). (Agri- 
cultural Research Service (ARS), AMS, and State experiment stations.) 


2. National Apple Maturity Committee.--A National Apple Maturity Committee 


should be established to act in an advisory capacity to evaluate current or new 
objective and subjective indices of maturity and methods of predicting proper 
harvest dates, It would aid AMS in modernizing definitions of immature, mature, 
and overripe for inclusion in future revisions of U.S. Standards for Grades of 
Apples. Representatives from the USDA (AMS and ARS), State experiment stations, 
and State departments of agriculture should be included, 


3. State Maturity Committees.--Maturity committees should be initiated by 
State departments of agriculture in States where they are not currently oper- 
ating. Such committees with State and industry representatives would specify 
general release dates for harvesting major varieties. 


32 


4. Extension.--The USDA (ARS and Extension Service (ES)) and the State 
colleges should increase educational programs to make greater use of existing 
information on harvest maturity. 


Bruising, Decay, and Other Deterioration 


Problem 


Bruising and other damage and deterioration rate high as serious problems 
because they often cause apples to be out of grade, hurt sales, and evoke con- 
sumer dissatisfaction, 


Discussion 


Bruising, wherever it occurs, is visible and damaging. And the eye controls 
the purse strings of the housewife. Studies in retail stores have shown that 
about one-third of the apples offered for sale are bruised so badly that their 
appearance and quality are materially impaired. Bruising is certainly not a 
new problem; over 100 studies on where it occurs and how it can be minimized 
are published. But the problem remains because apples are very suseptible to 
bruising (3). 


Most bruising and mechanical injury result from careless handling and 
poorly designed equipment where fruit is dropped or subjected to pressure, 
Apples are not hardware; yet poorly trained and poorly supervised labor, whether 
on a harvesting crew, in a warehouse, or in a retail store, will damage fruit. 
Managers at all levels must be more quality conscious if bruising is to be mini- 
mized. 


Recommendations 


1. Extension.--The USDA (ES and ARS), State colleges, and State departments 
of agriculture should increase educational programs to make greater use of 
existing information on prevention of bruising, decay, and other fruit deteri- 
oration. Better practices by growers and all who handle and market apples can 
alone result in great improvement. More fruit marketing specialists should be 
assigned to major apple producing States, Area fruit marketing specialists 
might be assigned to entire regions, such as New England. 


2. Mechanical Harvesting.--Apple harvesting now requires large numbers of 
workers for a short period of time. There is a need to expand efforts to develop 
mechanical harvesting systems for the orchards of today and the future. Inno- 
vative approaches are needed to develop harvesters that minimize fruit damage 
and interface with postharvest handling operations. There is also a need to 
develop improved cultural systems that will distribute the annual labor require- 
ments and encourage use of fulltime employees. (ARS and CSRS.) 
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3. Sorting Equipment.--There is a need to develop and evaluate equipment 
to detect, grade, and segregate poor condition apples, including bruised apples 
and apples with water core. (ARS and State experiment stations.) 


4, Processing Prices.--Research in major processing regions is needed so 
that the price to growers can be based on quality delivered, This would include 
studies on raw product sampling techniques, characteristics for optimum proc- 
essing, and pricing formulas. Such research should allow processors to estab- 
lish escalator payments for premium quality fruit. USDA inspections could be 
performed using processor specifications, which may deviate from U.S, Processing 
Grades, 


5. Retail Handling.--Studies of apple merchandising and handling practices 
are needed in supermarkets to determine shelf life, turnover, and rate of deteri- 
oration under different holding conditions. (ARS, Economic Research Service 
(ERS) .) 


Quality Segregation and Refrigerated Storage 


Problem 


Frequently apples with different keeping qualities are mixed during harvest 
or at the packing plant. As a result much fruit is stored when it has little 
or no potential storage life or is stored too long. Another problem is under- 
utilization of available information on the value of refrigeration and storage 
procedures, as well as an actual shortage of storage capacity in some regions, 


Recommendations 


1, Extension.--Expanded educational efforts of State colleges, USDA (ES, 
AMS, ARS), and trade associations are needed to help growers and warehouse 
operators become knowledgeable about fruit quality and quality maintenance. 
State colleges should develop guidelines to assist growers in determining when 
a variety or block of fruit in an orchard becomes unprofitable. Fruit of differ- 
ent quality and condition must be identified and channeled to appropriate fresh 
or processing usage and segregated for short or longer storage. Fruit handlers 
must be instructed on preserving good quality through continuous refrigeration. 
This training can be done through distribution of new or existing publications 
and posters and conducting storage and marketing clinics. 


2. Research,--(a) Expanded research by the USDA (ARS and AMS) and State 
experiment stations is needed to develop objective measurements of quality and 
condition factors in fruit for use in grading and segregating fruit for storage 
or marketing. 
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(b) The USDA (ARS) and State colleges should continue research on the post- 


harvest physiology and storage of apples with emphasis on finding better methods 
of retarding ripening and breakdown, 


(c) The USDA (ARS and CSRS), in conjunction with State college specialists 
who understand mechanical equipment, should study various bin-filling equipment 
in operation and decide what features should be incorporated into a design that 
minimizes damage. Such improved equipment will hasten adoption of presorting 
and presizing prior to storage. 


Quality Packout 


Problem 


Apples packed for fresh market from orchard-run fruit of low quality are 
not likely to be profitable. Storage, grading, and packing are expensive. Thus, 
it is imperative that a warehouse have a good packout of the better grades to 
be an efficient operation. 


Recommendations 


1, Industry.--(a) Growers must place more emphasis on producing a crop 
with a large proportion of high quality apples and harvesting with greater care. 
This is a grower responsibility, if he expects to remain financially successful. 
It can be accomplished through utilization of improved cultural practices, better 
training, and stricter supervision of harvesting and handling labor. State 
extension workers can assist growers. 


(b) Growers should evaluate and segregate blocks of fruit for fresh and 
processing utilization as early as possible to aid in orderly planning. Growers 
can divert more fruit directly to processors and avoid storing low quality fruit 
for fresh market packing. 


2. Warehouse Research.--The USDA (ARS, ERS, CSRS), land-grant colleges, 
and industry should conduct research on the operation and design of packing 
plants and handling systems to improve packout and reduce operating costs. Re- 
search should be directed at presorting, presizing, bin-filling, automated 
handling, and packaging with analysis of costs and effects on fruit quality. 
Coordinated effort is needed to look at the entire handling, storing, and 
packing system with a goal of laying out the ultimate warehouse and packing 
line, 
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Grades and Standards 


Problem 


The U.S, Standards for Grades of Apples were first promulgated in 1924. 
Since then, the standards have been revised or amended many times at the request 
of industry to reflect changes in the industry. Many people in the industry 
maintain that the standards should be further revised to better serve the needs 
of industry and reflect levels of quality desired by consumers, 


Discussion 


The U.S. Standards for Grades of Apples are promulgated by the Fruit and 

Vegetable Division of the Agricultural Marketing Service (AMS), specifically 

the Fresh Products Standardization and Inspection Branch. This branch is divided 
into two sections: (a) Inspection and (b) Standardization. The Inspection 
Section provides official inspection and grading services to shippers, processors, 
sellers, buyers (including other Government agencies), and other financially 
interested parties on a fee basis, Use of this service is voluntary (unless 

made mandatory by some other program or contract) and is available upon request. 


The Standardization Section is responsible for developing standards and 
procedures for their application to aid growers and other segments of the fresh 
product industry in marketing their product. The standards provide a yardstick 
for measuring quality which forms a basis for satisfactory trading. 


Most apple packers use the standards and inspection for quality control in 
packing to meet wholesale buyer requirements and to enable appropriate labeling 
for benefit of the consumer. At present, 13 States have their own grades and 
standards for apples (4), but only the State of Washington uses its grades ex- 
tensively. The State grades are similar to USDA grades (5), but there are 
variations in certain requirements, i.e., color, shape, and russeting, which 
lead to confusion in trading. Elimination of State grades and adoption of U.S. 
grades would lessen confusion in trading at wholesale and retail levels. 


Many people at the regional meetings commented that the ues Standards for 
Grades of Apples should be revised to: 


1. Make condition part of grade; 
2. Lower color requirements; and 
3. Eliminate the U.S. No. 1 grade. 


What would be the benefit of making condition part of grade? The U.S, 
Standards for Grades of Apples, along with the pear standards, are different in 
one respect from other (fresh fruit and vegetable) U.S, grade standards. In the 
apple and pear standards, decay and other factors developing after storage or 
transit (5) are considered as affecting condition and not the grade (quality). 
(The Inspection Service general definition of quality and condition as they apply 
to fresh fruits and vegetables are as follows: 
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1. Quality--The inherent properties of a product which determine its 
relative degree of excellence. 


2. Condition--The relative degree of soundness or preservation of a product 
and includes, but is not necessarily limited to, its firmness, decay, freezing 
or mechanical injury, shriveling, flabbiness, or any other factor which affects 
its merchantability.) 


Factors of deterioration are not handled this way in grade standards for 
other products. For example, in the U.S. Standards for Peaches, decay, bruising, 
softness, and other factors subject to change are scored against grade along with 
permanent defects (those not subject to change) to determine the grade of the 
lot. At shipping point, a lot of peaches containing more than l-percent decay 
but with permanent defects within tolerance would fail to grade U.S. No. 1 be- 
cause the l-percent tolerance for decay is exceeded. The lot would be certified 
as failing to grade U.S. No. 1 because of defects in excess of the tolerance or 
as containing a certain percentage of U.S. No. 1 quality, together with the 
percentage of decay or other serious condition defects. En route or at destin- 
ation such a lot could have an additional 2-percent tolerance for decay (6); 
but if the decay tolerance were exceeded, the lot would be reported out of grade 
and certified as follows; 


"Meets quality requirements but fails to grade U.S. No. 1 account of 
condition," 


This procedure is followed in the case of grapes, cantaloups, onions, 
potatoes, lettuce, and all other fruits and vegetables for which there are grade 
standards, except apples and pears. Some of the standards provide increased 
tolerances en route or at destination; others do not, 


Under the present apple standards, a lot a freshly packed apples containing 
decay or other condition defects in excess of the specified tolerances would 
fail to meet grade and would be certified out of grade or as containing a per- 
centage of a given grade, e.g., 85 percent No, 1 quality. However, when apples 
are inspected after storage, em route, or at destination, and the lot contains 
excessive decay or other condition defects, it would be reported as meeting the 
specified grade, e.g., U.S, Extra Fancy, decay and scald being factors of 
condition. This would be the case even though the lot may contain 100 percent 
decay or other condition defects. . 


Some members of the industry maintain that condition should not be made 
part of grade until condition factors can be determined by objective methods, 
The truth of the matter is that all factors of condition (7) scorable as defects, 
including overripe fruit, are readily detected and evaluated subjectively (with 
a high degree of accuracy) by the Inspection Service. If the standards were 
revised today, making condition part of grade, the Inspection Service could 
accurately interpret all condition defects. Presently, condition is part of 
grade in Canada (apple standards) and the system is working well. 


Firmness is the only factor of condition which cannot be accurately deter- 


mined by subjective means, There are five stages of firmmess or ripeness: 
Hard, firm, firm ripe, ripe, and overripe. Overripe is considered a condition 
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defect in the apple standards and the exact percentage found in a lot by the 
inspector is reported on the inspection certificate. The other degrees of 
firmness are not condition defects but are reported on the certificate in gen- 
eral terms to provide the reader with a picture of firmness (ripeness) of the 
lot. It is difficult, if not impossible, for inspectors to accurately separate 
degrees of firmness (hard to ripe) using present methods of determination, 
Accurate objective methods and indices must be developed. 


If U.S. grade standards were revised to include condition as part of grade, 
the apples offered for sale at retail should improve in condition, State depart- 
ments of agriculture could also play a major role in improving condition of 
apples at retail levels by increased surveillance and enforcement of State brand- 
ing laws. This means that containers or consumer packages marked with a grade 
would have to meet that grade or the handler would be in violation of the law 
and would be subject to a fine, 


What would be the benefit of lowering color requirements in the grade 
standards? 


Color requirements in the U.S. Standards for Grades of Apples specify shades 
of red color permitted in the grades and the minimum percentage of surface area 
that must be covered with it (see exhibit A). It was mentioned at the regional 
meetings that emphasis on red color is detrimental to improving condition of 
fruit since growers tend to leave fruit on the trees longer to obtain maximum 
colorge thisy practice often results cn .verripcesirule, 


Relaxing color requirements for the grades by 10 percent would mean a higher 
percentage packout of Extra Fancy and Fancy apples which are likely to be in 
better condition. The fresh apple grower could realize more money for his crop 
if buyers would accept apples with less red color, Relaxation of color require- 
ments would be especially helpful to growers in California, North Carolina, 

South Carolina, and Georgia, where climatic conditions make it difficult to 
obtain Extra Fancy and Fancy color. 


Should the U.S, No. 1 grade be eliminated? 


The U.S, No. 1 grade is the primary trading grade for many fresh fruits and 
vegetables but not apples. U.S, Fancy is the primary apple trading grade, 
although U.S. No. 1 apples are marketed extensively in some cities. 


The basic differences between U.S, No, | and higher grades is color, 
russeting, and invisible water core. U.S. No. 1 apples may have less red color 
than higher grades and more russeting; visible water core is not scorable against ! 
U.S. No. 1, but is against higher grades. 























Many industry people contend the No. 1 grade should be eliminated because 
the grower is fortunate to break even selling this quality fruit through regular 
fresh market channels. Roadside stands are a good and profitable outlet for 
No. 1 apples but less than 5 percent of commercial production is merchandised 
this way. 
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CoLoR REQUIREMENTS 
§ 51.305 Color requirements. 


In addition to the requirement speci- 
fied for the grades set forth in §§ 51.300 
to 51.304 apples of these grades shall 
have the percentage of color specified for 
the variety in Table I appearing in this 
section. For the solid red varieties the 
percentage stated refers to the area of 
the surface which must be.covered with 
a good shade of solid red characteristic 
of the variety: Provided, That an apple 
having color of a lighter shade of solid 
red or striped red than that considered 
as a good shade of red characteristic of 
the variety may be admitted to a grade, 
provided it has sufficient additional area 
covered so that the apple has as good an 
appearance as one with the minimum 
percentage of good red characteristic of 
the variety required for the grade. For 
the striped red varieties the percentage 
stated refers to the area of the surface 
in which the stripes of a good shade of 
red characteristic of the variety shall 
predominate over stripes of lighter red, 
green, or yellow. However, an apple hav- 
ing color of a lighter shade than that 
considered as a good shade of red charac- 
teristic of the variety may be admitted 
to a grade, provided it has sufficient ad- 
ditional area covered so that the apple 
has as good an appearance as one with 
the minimum percentage of stripes of a 
good red characteristic of the variety re- 
quired for the grade. Faded brown 
stripes shall not be considered as color 
except in the case of the Gray Baldwin 
variety. 


Exhibit A 





TaBLE I—CoLor REQUIREMENTS FOR SPECIFIED U.S. 
GRADES OF APPLES BY VARIETY 


a ce ee ee SS 


U.S. U.S. 
Extra | Fancy 
Fancy 


Wes: 


Variety No. 1 














Solid Red: 
Black Ben______ 


Percent) Percent| Percent 


& 





Other similar varieties 1____ 

Red Sport varieties 2_______ 
Striped or partially red: 

Jonathan 


Other similar varieties 3 
Rome Beauty______________ 
Stayman_______ 
York Imperial 
Baldwin _____ 
Ben Davis___ 
Delicious: Sh5 se een we | 
Mammoth Black Twig____- 
FTULICY a eS. St OS xe | 
Wiarenersa oe fet 
Wealthys. = 4 2 aks 
Willow it wigess =. 
INorthermtSpyee-.o- = 22 = 
Other similar varieties 4 
Hubbardston 
Starks 263 eee ee 
Other similar varieties_ 
Red June ee) eee 





SaRRRSSRRKRRSSSBBSS SSSSS 
& 





Other similar varieties 6___ 

Red cheeked or blushed: 
Maiden Blush______________ 3 (5) (8) 
wenty:Ounicese ss == - (7 (5 (8) 
(7) (6 (8) 


RRRSSSSSSESSSSSSSSSSSSSZSSR SESSE 


Winters Bananas esses 
Other similar varieties_ 
Green varieties _______ 








1 Arkansas Black, Beacon, Detroit Red, Esopus Spit- 
zenburg, King David, Lowry, Minjon. 

2 When Red Sport varieties are specified as such they 
shall meet the color requirements specified for Red Sport 
varieties. 

3 Haralson, Kendall, Macoun, Snow (Fameuse). 

4 Bonum, Early McIntosh, Limbertwig, Milton, Nero, 
Paragon, Melba. 

5 Tinge of color. 

6 Red Astrachan, 
Dudley.» 

7 Blush Cheek. 

8 None. 

» Characteristic ground color. 

1075 percent or more of the surface of the apple shall 
show white or light green predominating over the green 
color. 


Smokehouse, Summer Rambo, 


U.S. No. 1 apples are a good buy for many consumers who desire apples with 
less color and cosmetic appeal. If this grade were eliminated from the standards, 
two grades would be eliminated--U.S. No. 1 and Combination U.S, Fancy and U.S. 

No. 1. The best way to determine whether this change and other changes mentioned 
earlier should be adopted is for AMS to publish a draft for discussion to deter - 
mine the desirability of revising the apple standards. This draft would receive 
full distribution to the industry for their overall views and comments. 
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Controlled-Atmosphere (CA) Storage of Apples 


Controlled atmosphere is a form of storage in which atmospheric gases and 
temperature are controlled for the purpose of regulating condition and maturity 
of fresh fruits and vegetables. The major advantage of CA storage is the ex- 
tension of storage and marketing life of the fruit. The major disadvantage is 
cost; CA storage cost is approximately twice that of regular storage. 


It was mentioned at regional meetings that many States have CA storage laws 
which require regulation of atmospheric gases, temperature, and length of storage 
in order that fruit may be designated--labeled or marked--as CA storage fruit. 
However, Washington State is the only State that has a fruit condition require- 
ment as part of its Controlled Atmosphere Storage Requirements (see exhibit B). 
The major concern is that other States using CA storage should have similar 
requirements for condition to build a good reputation for CA fruit. Consider- 
ation should be given to development of a national CA standard to regulate con- 
dition of fruit designated as being in CA. The USDA, with industry cooperation, 
could publish a discussion draft to determine desirability of developing such 
a standard, All interested industry parties couid express their views and sub- 
mit written comments to the Department, If the industry expressed a desire to 
develop national CA condition standards, the USDA could then investigate storage 
practices and evaluate information collected. Proposed standards could be 
developed and published in the Federal Register as a notice of proposed rule 
making, and a specified time period set to allow interested persons to study and 
comment on the proposal, 


Exhibit B 

which fruits or vegetables are packed 
WASHINGTON provided that such fruits or vegetables 
CONTROLLED ATMOSPHERE therein contained have qualified under all 

STORAGE REQUIREMENTS of the provisions of this act. 
4. Oxygen content of each room shall be 
2 ce eer ea awe ee 3 reduced to 5% within 20 days after seal- 

1. “Controlled Atmosphere Storages’’ means ing of room. 


any storage warehouse consisting of one 
or more rooms, or one or more rooms in 
any one facility in which atmospheric 
gases are controlled in their amount and 
in degrees of temperature for the purpose 
of controlling the condition and maturity 
of any fresh fruits or vegetables in order 


5. Fruit shall be retained in a controlled 
atmosphere storage, under required de- 
grees of temperature and percentage of 
air components, for a period of not less 
than 90 days—to qualify as having been 
stored in controlled atmosphere storage. 


that, upon removal, they may be 6. All fruit sold as C. A. fruit must be in- 
designated as having been exposed to spected and certified as to Grade and con- 
controlled atmosphere. dition and be marked with a state lot 

2. It shall be unlawful for any person to number in addition to the C. A. number. 
engage in the business of operating a con- 7. At time of shipment all fruit shipped and 
trolled atmosphere storage warehouse or marked with C. A. number shall meet the 
warehouses without first obtaining an an- U. S. condition and maturity standards 
nual license from the director. Such li- for export. 
cense shall expire on August 31st of any 8. Fruit not shipped within a period of two 
one year. The annual license fee shall be weeks after inspection and certification, 
five dollars. must be reinspected. 

3. The Director of Agriculture when issuing 9. Failure to meet any one of the require- 
a license shall include a warehouse num- ments noted above, will prohibit such 
ber which shall be preceded by the letters fruit from being sold as C. A. storage 
“WNCA.” These letters and number is- fruit or the containers marked as such. 


sued must appear on all containers in 
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All comments would be taken into account in considering whether the stand- 
ards should be issued as proposed, with amendments, or withdrawn, 


If it is decided to promulgate the standards, they would be issued in final 
form in the Federal Register. 


What changes can be made in the apple grade standards that will benefit 
growers and consumers? 


Solutions 


1, Immediate Action.--Making condition part of grade should improve the 
condition of apples at retail and possibly increase demand through better satis- 
fied consumers, 


2. Immediate Action.--Reducing color requirements in apple standards for 
red varieties 10 percent should improve condition of fruit from the growing area 
on through to the market, It would be easier for growers to meet the U.S, Extra 
Fancy and Fancy grades, 


3. Later Action,--Develop grade requirements that emphasize degrees of 
quality based on external appearance (as in present standards) and eating quality. 
Research is needed to correlate eating quality to firmmess, soluble solids, and 
appearance, 


4, Later Action.--Require apples to be no further advanced than firm ripe 
at point of origin. This is currently being done by Canada. It would definitely 
improve fruit condition, and could be implemented when accurate methods of 
determining firmness are developed. 


Recommendations 


dg Quality--U.S. Grades and Standards.--There is a need to determine the 


desirability of revising the U.S, Apple Standards to better control quality. 
These standards are the responsibility of the Agricultural Marketing Service 
(AMS) of the USDA in cooperation with the apple industry. The team recommends 
that changes be made in the following areas; 


a, Make condition part of grade by deleting paragraph 51.310 in the stand- 
ards, With this change, decay, breakdown, and other deterioration developing 
on apples during storage or in transit would be scored against the grade, as is 
done for most other fresh produce. However, tolerances might be increased at 
destination. Concerning firmness, only overripe fruit would be scored against 
grade. This should improve the condition of apples offered for sale at retail 
and increase demand. 
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b. Eliminate the U.S. No. 1 grade and other lower grades that are rarely 
used, (Current standards contain nine grades, three of which are combination 
grades.) 


c. Lower color requirements for red and red-striped varieties by 10 per- 
cent for Extra Fancy and Fancy grades. 


d. Make additional changes to update and clarify the standards, 


A draft with proposed changes would be prepared and would receive industry- 
wide distribution. All interested parties would be encouraged to submit written 
views and comments. Views and comments would be evaluated and desirable changes 
would be published under notice of proposed rulemaking in the Federal Register 
for public review and comments. 


2. CA Condition Standards.--The USDA (AMS) in cooperation with industry 
should determine the desirability for establishing minimum national CA standards 
for condition. 


3. Maturity and Ripeness Indices.--Objective methods and indices for 


determining immaturity and ripeness for commercially important varieties need 
to be developed. This type of research is needed immediately on a regional 
basis, (ARS, AMS, and State experiment stations.) 


When accurate methods and indices are devised for measuring maturity and 
ripeness, U.S, Standards for Grades of Apples should be revised. This will re- 
quire fruit at shipping point to be mature but no more advanced in firmness 
(ripeness) than firm ripe. (See paragraph 51.323 of current Standards.) Cana- 
dian standards now call for firm and firm-ripe maturity at time of shipment-- 
riper fruit is classed as “local, maturity" and ismsold ‘to local’ or: nearby 
markets, 


4. State Grades.--There is a need for legislation in 13 States that would 
eliminate State grades for apples to lessen confusion in trading. (North Caro- 
lina amended its Apple Branding Law, effective July 1, 1972, to require all 
apples sold or offered for sale in closed containers in the State to bear on 
the container, bag, or other receptacle, the applicable U.S, grade or be marked 
"Unclassified,'' "Not Graded," or "Grade Not Determined.'' State grades do not 
comply with their branding regulations, Other States should be encouraged to 
have similar laws.) 


2. State Branding Laws.--State departments of agriculture should increase 
surveillance and enforcement of State branding laws, at the retail level, to 
keep off-quality produce from being sold. 


6. Processing Grades and Standards,--The USDA (AMS), in cooperation with 


industry, should develop improved quality standards for apples for processing 
and processed apples, in particular apple juice. 


42 





References 


Clayton, L. Yvonne. Homemaker's Use of and Opinion About Selected Fruits 
and Fruit Products. U.S. Dept. Agr., Mktg. Res. Rpt. 765, 1966, 78 pp. 


Edman, Victor G, Retail Demand for Fresh Apples. U.S, Dept. Agr., Mktg. 
ROS weRDL. L992, 19/2; Z2oe0p- 


Schomer, H. A. Bruising of Apples: Where Does It Occur and How Can It Be 
Minin ced. s.>roc. Wash. otate Hort. Assoc. .532. 129-131, 1957. 


U.S, Department of Agriculture. Check List of State Standards For Fresh 
Fruits, Vegetables, Seed Potatoes, and Miscellaneous Products. Agr. Mktg. 
perv; 29/71. 7 pp. 


U.S. Department of Agriculture. U.S, Standards For Grades of Apples. 
Agr. Mktg. Serv. 1964, Amended 1966, 8 pp. 


U.S; Department of Agriculture. U.S. Standards For Peaches. Ager, Mktg. 
pepy nel 952,45 pp. 


U.S, Department of Agriculture. Market Inspection Instructions For Apples. 
Agr, Mktg. Serv., 1964, 79 pp. 


43 


MARKETING EFF ICTENCY 


Introduction 


This section discusses problems, and recommendations relating to market- 
ing efficiency and the physical distribution of apples in six areas. The 
topics are pricing, packaging, transportation, market information systems, 
coordination of economic research, and extension. In addition, other topics 
that partially pertain to marketing efficiency have been included under chap- 
ters on supply, quality, and foreign trade. 


Pricing 


The price of apples is a matter of daily concern to apple growers and con- 
sumers and all the marketing firms in between. The survival and well-being of 
the grower depends directly on the prices received for each season's crop of 
fruit. Pricing problems concern two distinct areas. First, the establishment 
of the tone, base prices, or general level of the market each season that will 
match the total crop of apples to the demands of consumers; second, determining 
day-to-day variations in prices that will allocate apples to different markets 
through the entire season and among different grades, packs, and final uses, 
whether fresh or processed. 


Representatives of the apple industry in all production areas expressed 
concern over the low level of prices, especially during the past 3 years, and 
also over having to sell apples to buyers that are apparently larger and more 
concentrated than are apple growers. It was also pointed out that apples are 
a perishable agricultural crop that generally have to be marketed during a 
given season. It is impossible to decide on a price and then meet consumer 
demands as can be done for most nonagricultural industries. In effect, each 
season's supplies of apples are predetermined or fixed as a result of produc- 
tion decisions made several months or even years earlier. Prices established 
in the market reflect supply-and-demand conditions and for a given season may 
bear little or no relationship to the grower's cost of production. 


The main determinant of apple prices is the supply available (fig. 1). 
Research indicates this is the case at both the retail (1) and grower level 
(2). 1/ Hence, the primary reason for low price to growers is not poor "pric- 
ing" but an oversupply of apples. 


The solutions to this problem are to decrease supply, increase demand, and 
improve market information systems--all of which are discussed elsewhere in 
this report. There is a need for research studies and published reports of how 
apple prices are determined. Such studies will not result directly in raising 
prices of apples, but the resulting information should benefit growers and 
others by reducing mistrust and resentment of market participants, by providing 
support for accurate and reliable market information, and by better decision- 
making on the part of growers. 


1/ Underscored numbers in parentheses refer to the references at the end 
of the chapter. 
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Another concern expressed by the apple industry is in achieving a better 
bargaining position, more "clout," and "improved" pricing in marketing apples. 
The concern was especially strong at the grower-processor level in western New 
York and Michigan and at the shipper-retailer level in the Northwest, although 
all areas indicated pricing was a problem. Generally, there was a feeling 
there were too many sellers dealing with a lesser number of buyers who were 
able to exert market power and gain an advantage due to their size. 


Nationally, there were 21,290 apple growers, according to the 1969 Census 
of Agriculture. These growers were marketing their crop through roughly 1,000 
firms packing fresh apples and more than 150 firms processing apples (3). In 
turn, fresh packers and processors sell apples to a concentrated group of 
national, regional, and local chainstores and a myriad of wholesale and insti- 
tutional buyers. 


Fresh Apples 


In terms of marketing channels, shippers in icated that only 5 percent of 
their supplies are purchased outright from growers, while 31 percent of the 
crop is handled as their own acreage; 23 percent as a cooperative; and 32 per- 
cent on a consignment or handling charge basis (3). In effect, growers are 
bearing the risk of marketing apples until they are sold either f.o0.b. shipping 
point or at wholesale markets. Generally, grower-shipper relationships did not 
appear to be a problem. To a large degree, growers and shippers are either the 
same individuals, or growers at least have a voice in establishing shippers' 
policies. Some complaints were received that payments to growers are delayed 
because buyers are slow to pay, but for the most part the grower-shipper level 
has been vertically integrated to the point where "open market" pricing has 
been reduced to a minimum. However, without a good working relationship with 
a shipper, growers are vulnerable in years of excess production. 


Other comments were made as to the leadership of the apple industry. 
Large shippers, sales agencies, and processors are usually active in a leader- 
ship role. Goals of these firms are not always consistent with those of grow- 
ers, and problems can arise if one group dominates in making policy. For 
example, growers are interested in their net return which is determined only 
in part by the quantity of fruit sold. The price received and cost of produc- 
tion are also important. Shippers and sales agencies are also interested in 
their net return. However, their returns are usually based on the volume of 
fruit packed and sold where the selling price per unit may be of less concern 
than it is to a producer. 


Problems do exist between shippers and their customers, primarily chain- 
stores and numerous wholesalers in the major consuming centers. Excluding 4 
percent of the fresh apples handled on a commission basis, prices are estab- 
lished for apples between shipping point and wholesale terminal,market (3). 
Many shippers and sales agencies thought they were at a distinct disadvantage 
in dealing with the larger chainstore organizations. They felt there were too 
many sales desks and there was opportunity for large buyers to exploit shippers 
by playing off one firm against another and the firms in one production area 
against those in another production area. The possibility of a weak seller 
breaking a market by selling for 25 cents less was frequently mentioned. 
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The suggested solution to the above problem is to concentrate the shipping 
point selling function into fewer hands. Many packers have already done this 
by using the services of a sales agency and brokers to sell their apples. By 
consolidating packing facilities and sales desks, economies of scale and size 
can be realized in both the packing and selling function; better returns can 
be obtained through the ability to provide full carlots of a single size and 
grade of apples. There should also be less frequent and less extreme price 
Fluctuations than now exist. Also, producers may want to consider opportuni- 
ties for joining or forming cooperatives as a means of improving their returns. 


In the Northwest a number of cooperatives have been successful, although 
there is a need for consolidation and merger of some of the less efficient 
units. A few questions were raised as to the effectiveness of the USDA's 
Farmer Cooperative Service (FCS). Several co-op managers in the Northwest 
were not even aware of FCS or the possibility of getting help on their problems. 


One solution suggested to consolidating sales desks was the use of market- 
ing boards or committee pricing such as is now practiced in Canada in Ontario 
and British Columbia. The main drawbacks to the marketing board or committee 
pricing arrangement are coordination difficulties, especially between different 
geographic areas; the adjustments that would be required of established sales 
agencies; and the degree and extent of Government control. 


In general, it appears that prices for fresh apples at the farm level and 
f.o.b. shipping point are established in a "free" and competitive market. At 
these levels there are many competing sellers with fewer buyers but enough to 
preclude any major deviation from the free market price. 


At the retail level a different situation exists. Major retailers are 
fewer in number, oligopolistic, and concentrated. Retail prices are "adminis- 
tered" or set according to established markups over invoice costs. These mark- 
ups are not generally uniform among produce items or even different varieties, 
grades, and sizes of apples and are varied from time to time when apples are 
put on sale to draw customers into the store. 


The retail markup on apples was of major concern to representatives of 
the apple industry. Growers feel that retail margins are too large, that they 
have increased in recent years, and as a result have forced the in-store price 
of apples up to the point where it is seriously inhibiting consumer purchases. 
It was also felt that the percentage margin going to retailers has increased 
relative to the grower's share, that apples are being used to subsidize sales 
of bananas, and that the produce department in total was contributing a dis- 
proportionate share of the retail profits, compared with items such as meat 
and dry groceries. Concern was also expressed over the "stickiness" of retail 
prices in response to price shifts at shipping point and the bargaining ability 
and power of retailers when dealing with the apple industry. There apparently 
was considerable resentment, mistrust, and lack of information regarding re- 
tailing throughout the apple industry. This lack of understanding was more 
prevalent with growers than with shippers, sales agencies, or wholesalers. 


Retailers indicated that they are aware of many of the concerns expressed 
by the apple industry. They are quick to point out that their costs have been 
rising rapidly, especially for labor, which comprises over half of their costs, 
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and that their share of the marketing margin has not been increasing on a per- 
centage basis. (This is supported by USDA figures for Washington State Red 
Delicious marketed in New York City. Table 7,) They admit that retail prices 
are not changed each and every time that shipping-point price adjusts but that 
they do respond to major shifts in shipping-point price. Reasons for not 
adjusting include costs of remarking, changing unit prices, etc., that are 
required with a price shift. In addition, advertising and promotion programs 
are usually laid out 3-4 weeks in advance and cannot be changed easily in re- 
sponse to price shifts for a particular commodity. 


Retailers indicated that their markups on apples versus bananas were pri- 
marily a result of the effect of specials on sales. Retail sales of bananas 
increase significantly in response to advertised special promotions at a lower 
price. However, bananas generally receive a relatively small display space in 
retail stores. Apples are considered a staple item and are not as responsive 
to an advertised promotion, but they do receive 12-16 linear feet of display 
space in the store--second only to citrus. One retailer has indicated the 
average gross margins on apples are about 33 percent, compared with 29 percent 
for the produce department. The produce department in total carries a higher 
percentage gross margin than the overall store average of around 21 percent (4). 


One suggestion made by growers was to enact legislation to limit the size 
of the retail margins on apples to, say, 40 percent. Assuming such legislation 
could be enacted and enforced (which is highly questionable from an administra- 
tive standpoint), the economic implications should be seriously considered by 
the apple industry. What would happen if the number of linear feet of display 
space for apples were decreased, especially in big crop years? Would there be 
fewer specials and sales on apples that help to move the crop? Would there be 
less incentive to market local fruit in contrast to that of more distant pro- 
duction areas? 


Another suggestion given to the Apple Marketing Study Team was to concen- 
trate all apple sales into the hands of one or two marketing boards or sales 
agencies--the argument being that low retail margins on bananas and dry gro- 
ceries are a result of policies imposed by the concentrated supplier of these 
commodities. Retailers indicated this is nonsense, that the profit structure 
of the banana companies has been extremely poor in recent years and that dry 
goods require less labor and less spoilage than do perishables such as apples. 


A suggestion made by several representatives of large retail organizations 
was for the apple industry to induce retailers to promote the sales of apples 
through local radio and TV advertising more frequently than has been their 
practice in the past. 


Recommendations 


1. Many growers, packers, cooperatives, and sales agencies are consider- 
ing consolidating into more viable units as a means of stabilizing market fluc- 
tuations and equalizing the bargaining position of sellers and buyers. The 
USDA and colleges should be ready to provide advice and counsel on the benefits 
and drawbacks of consolidation. This can be done through FCS, Extension Ser- 
vice (ES), and State extension programs. 
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2. Growers and shippers on occasion need to take advantage of provisions 
of the Perishable Agricultural Commodities Act (PACA) to demand faster payment 
for apples where problems are encountered. PACA personnel can help by provid- 
ing assistance in acting on claims and violations. 


3. Apple growers need to develop a firm market for their apples prior to 
harvest time. 


4, The USDA through Economic Research Service (ERS) should expand its 
current series and provide specialized margins information on apples on a regu- 
lar basis (every 3-5 years, with more frequent release of data on an annual 
basis to industry organizations; see discussion of information systems). This 
should include a more detailed breakdown of prices and margins at intermediate 
levels of the marketing channels. This will require, and we recommend, that 
special studies be undertaken of marketing channels, practices, and costs from 
the tree through the retail level. In addition, periodic studies of market 
structure and organization should also be made. 


5. Studies should be made of the "price structure" or pricing relation- 
ships between markets (shipping point, wholesale terminal, and retail) within 
and between seasons, and between varieties, grades, sizes, packages, and end- 
users. Emphasis should be on how the prices of apples are determined and to 
what degree they reflect the true "economic costs" of the various alternatives 
available. Either the USDA through ERS or other appropriate agencies or the 
land-grant colleges could provide the necessary inputs. 


6. FCS should examine its support program with respect to the apple in- 
dustry to determine if changes are needed. 


Processing Apples 


In contrast to fresh apples, most apples for processing are sold either 
directly by growers to the processor or by fresh packers disposing of utility 
and cull fruit. Processors are usually relatively large firms that require a 
large volume of fruit to realize economies of scale and size in both processing 
and marketing. Price negotiation for processed apples is apparently one-sided 
with processors announcing their prices on a take-it-or-leave-it basis. Growers 
are free to take what they can get but historically will usually contract their 
crop to a given processor to ensure a market outlet. The processing market for 
apples has been depressed for the past three seasons and growers relying pri- 
marily on this market have had to accept very low prices. This is especially 
true in western New York and to a lesser extent in other areas, including 
Michigan, California, and Appalachia. 


Poor grower-processor relations exist to some extent in nearly all produc- 
tion areas. While it is difficult to pinpoint the reasons for mistrust, the 
problem of low prices, large buyers versus small sellers, and the negative 
attitude of a few firms has made for poor working relationships. In addition, 
processors have been reluctant to pack more than their expected market needs 
after being left with a burdensome carryover as a result of the 1969 crop. 
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The solution to low prices, which does reflect a large supply of processing 
fruit, is to lower production, increase demand, and improve market information 


Systems. Research on how prices are determined in the processing industry 
would be helpful. 


Solutions to poor grower-processor relations are beginning to emerge. In 
some areas growers have formed cooperatives that have been successful in han- 
dling processed apples. Where co-ops are well run and managed, in effect oper- 
ated like any business, results have generally been favorable. An alternative 
to the co-op doing the processing is to forma selling co-op that works closely 
with a processor, usually under a joint profit-sharing arrangement, to the mu- 
tual benefit of the co-op members and the processing firm. 


Another solution is the development of long-term contracts between growers 
and processors. This activity is just beginning to emerge but could be impor- 
tant in the future. These contracts also can be tied to a mutual benefit or 
participation scheme so gains or losses are shared. 


The Farm Bureau has also been active in forming bargaining associations 
to negotiate with processors. While this activity has had some degree of suc- 
cess, gains are limited by nonjoiners and the State or regional orientation of 
the associations. To obtain more "clout," several bills have recently been 
introduced into Congress--the more prominent being H.R. 14987 or the Sisk Bill. 
The bill provides for a National Agricultural Bargaining Board and requires 
bargaining in good faith between a recognized association and a processor. The 
bill inciudes a provision that tends to prevent handlers (processors) from bar- 
gaining with other producers while they negotiate with the bargaining associa- 
tion. 


Another solution to poor grower-processor relations is complete vertical 
integration where a grower processes his own fruit or a processor grows his 
own acreage. There has been some increase in this activity but no sharp up- 
ward trend. 


Recommendations 


1. We recommend that the USDA through FCS, ES, and State extension pro- 
grams assist apple growers and processors in their efforts to improve pricing 
arrangements. We also recommend the development of properly financed and 
managed cooperatives, the development of joint ventures to the mutual benefit 
of both growers and processors, and the use of long-term mutual participation 
contracts. If and when legislation such as the Sisk Bill becomes law, we would 
urge growers to take advantage of the bill and to form bargaining associations. 
At the same time, possible benefits of bargaining associations should not be 
magnified since processors have the option of growing their own fruit and 
basic supply-demand ccnditions will determine how much product can be sold. 


2. Better lines of communications between growers and processors are 
needed and should be developed at every opportunity. Processors should be 
encouraged to join and participate in the activities and programs of organiza- 
tions working for the general benefit of the apple industry. 
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Packaging 


Problem 


The marketing system is more demanding today than it was when apple pro- 
ducers shipped their apples in barrels, baskets, and wooden boxes. Today, 
apple packaging represents the results of uncoordinated responses to the pres- 
sures of daily commercial problems. The result is that much apple packaging 
requires large inputs of materials and labor; does not adequately meet marketing 
requirements; does not provide adequate protection; and does not facilitate 
efficient handling during packing and in distribution to warehouse facilities 
and end-users 


Discussion 


The Apple Marketing Team heard many expressions of concern about the 
shortcomings of the shipping containers and consumer packages used to market 
apples. Although they agreed that current shipping containers were better 
than those used 20 years ago, apple growers, packers, shippers, and research 
workers from all apple-producing regions were practically unanimous in their 
expressions of dissatisfaction and gave vivid descriptions of the shortcomings 
of some or all of the packaging now used to market apples. Packaging problems 
are many-faceted and complex because they affect and are affected by all the 
marketing functions from harvest to final sale to the consumer. 


Shipping Containers.--Currently used shipping containers are the result 
of a slow evolutionary process. For example, tray pack sizing patterns and 
dimensions were patterned after their predecessor--the standard wooden box--to 
minimize the need for changing packing plant equipment and to gain acceptance 
by a wholesale trade that resisted change. 


Apples packed in tray or cell packs are divided into 10 or more sizes. 
This multiplicity of sizes increases the costs of manufacturing, inventorying, 
storing, and distributing packing materials and increases the costs of packing, 
handling, storing, and distributing the packed fruit. Although many growers 
have tried to reduce the number of apple sizes packed by combining sizes, they 
have not been successful. Retailers indicated they generally were in favor of 
fewer sizes. Consumer representatives indicated they wanted exactly sized 
Prue 


The tray pack and cell pack boxes are expensive in terms of labor and 
materials required. Despite careful packaging and the lavish use of protective 
materials, problems with bruising (particularly in the softer Golden Delicious 
and McIntosh varieties) were frequently reported. 


Consumer Packages.--The 3- or 4-pound polyethylene bags used for the 
mediam- and small-size apples were characterized at best as a "necessary evil." 
The industry believes that the 3- and 4-pound bags help to merchandise the 
smaller apples but that the poor quality of the fruit sold in these bags is 
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turning customers away from apples. Spokesmen from Eastern and Midwestern 
production areas complained more frequently about the performance of the bag 
as a package for apples than did representatives from the Northwest. Bruising 
and stem-puncture injuries found on apples are the result of a combination of 
frequent handling of the shipping containers during distribution and the han- 
dling of the bags by retail clerks and customers. Bruising and stem punctures 
occurring both during and after packaging were the most frequent cause of com- 
plaint. Pathological disorders following mechanical injuries such as bruises 
and stem punctures are also a problem. 


Shipping containers used to ship polyethylene bag consumer packages were 
criticized as inadequate by growers, packers, shippers, and buyers from all 
production and all metropolitan areas. Most of the shipping containers observed 
were either poorly designed or constructed of low-cost, low-strength materials, 
or both. Interior packaging materials were usually inadequate and did not pro- 
vide the degree of protection required. Private and public inspectors and 
buyers claimed that much of the bruising found in polyethylene bag consumer 
packages could have been prevented by better packing procedures and better 
shipping containers. Prior research has developed methods for packaging poly- 
ethylene bags and packing the bags in shipping containers and for loading these 
shipping containers in transport vehicles so as to minimize damage to apples. 
However, the trade is not generally aware of the existence of some of the in- 
formation that would enable them to improve their packaging. 


Unitization and Standardization of Shipping Containers.--Apple shipping 
containers are still handled individually six to 20 times during marketing. 


These multiple handlings increase the costs of handling, delay delivery to the 
ultimate consumer, and result in mechanical injury to the apples. The size, 
shape, and density of packed apple shipping containers do not facilitate the 
adoption of improved distribution techniques that would reduce the number of 
times the boxes are handled. The 48- by 40-inch box dimension for wooden pal- 
lets or fiberboard slipsheets is now frequently used by the food industry in 
the United States. A similar base dimension (120 by 100 centimeters) has been 
adopted by European and international standards organizations. Although more 
than 40 different size shipping containers are used for U.S. apples, none of 
the commonly used containers fit the 48- by 40-inch base efficiently. For 
example, the commonly used tray pack box and 12-3 pound bag box would occupy 

83 and 77 percent, respectively, of the surface of a 48- by 40-inch pallet. 

In addition, because of the empty spaces between trays or between bags in 
shipping containers, the density of packed apple containers is only about 24 
and 18 pounds per cubic foot, respectively. In comparison, loose potatoes 
packed in boxes have a density of 36 pounds per cubic foot; and loose California 
oranges are packed with a density of 31 pounds per cubic foot. Efficient low- 
cost methods and materials for unitizing apple boxes for rail or truck shipment 
to market are needed. Economical unitization systems would reduce the costs of 
handling at packing plant and wholesale warehouse levels and would reduce dam- 
age done to apples in multiple handlings. 


Retail Store Handling.--Retailers seem to handle bagged apples with less 
care than they handle bulk displayed apples. Although the low temperature 
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requirements for maintaining quality and shelf life of apples are well known, 
there is ample evidence that retail store personnel frequently display apples 
on nonrefrigerated shelves or stack apples too high on refrigerated display 
shelves. Because the apples are only partially visible, bags with spoiled 
fruit escape detection and are offered for sale. Retailers said that specially 
trained produce clerks are now becoming a rarity in the supermarket business. 
The trend is toward use of nonspecialized clerks who are unfamiliar with the 
environment and careful handling needed to maintain and protect the quality of 
live perishable products. There are few training materials available and little 
is done to encourage management to train clerks to handle apples or other pro- 
duce properly. 


Innovative Packaging.--The perfect package is a goal that manages to keep 
ahead of developing technology. Current packaging falls short of meeting mar- 
ket requirements in several important ways. 


First, consumer packages and shipping containers have not been designed 
to take advantage of merchandising procedures that would increase opportunities 
for impulse purchases in retail stores. Opportunities exist for designing self- 
display shipping containers or containers and packages that combine the sale of 
apples with complementary products. 


Second, there are no packages (or concomitant marketing strategies) for 
selling apples to the burgeoning away-from-home-eating market. The feasibility 
of packing and marketing "fruit bowl'' mixtures of apples for the restaurant 
and hotel trade or other types of packs designed specifically for purveyors 
should be explored. The feasibility of marketing partially prepared ready-to- 
use apple slices or chunks for hospitals and other institutions should be 
explored. As more meals are eaten away from home, consumption of fresh apples 
must surely drop unless the apple industry develops imaginative packaging and 
products to encourage the use of fresh apples by restaurants, hotels, and 
institutions. 


Third, consideration should be given to the need for reducing package 
solid waste. Apple packaging contributes about 1 pound of waste material for 
every 10 pounds of fresh apples marketed. When tray or cell packed apples 
received in urban areas are repackaged in consumer packages, the problem of 
waste disposal is compounded by the additional use of packaging materials. 
Future packaging development efforts will have to consider package disposability 
and reusability. 


Recommendations 


Action by USDA 


1. Establish a multidiscipline team of Agricultural Research Service (ARS), 
ERS, and ES research workers to accomplish the following: 


a. Immediate action is needed to improve the performance of polyethylene 
bag consumer packages and their shipping containers. This job can be done most 
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quickly by developing and testing improved versions of the polyethylene bag 
package, including substitute semirigid or rigid consumer packages for medium- 
size apples; and through demonstration and by distribution of instructions and 
visual aids to provide growers with specifications for recommended packaging 
materials and methods for improved packing of shipping containers and consumer 
packages. 


b. Research should also be quickly expanded to develop and test materials 
that are currently available to enable shippers to unitize shipping containers 
at the lowest possible cost; and to develop and test low-cost packaging concepts 
such as adaptations of the "tight-fill" packing method or pallet boxes for ship- 
ping loose or bagged apples. 


2. Establish a team of ARS research, ES, and Cooperative State Extension 
Service workers to quickly develop, prepare, and distribute educational materials, 
training programs, and visual aids that can be used by wholesalers, retailers, 
restaurants, and institutions to train workers to properly handle, store, dis- 
play, and prepare loose and consumer-packaged apples. That ARS, ERS, in coop- 
eration with the land-grant colleges and other universities, initiate a pack- 
aging research program that considers the total marketing system to develop, 
test, and demonstrate to grower-packers low-cost packaging that interfaces with, 
and facilitates adoption of, technological improvements such as mechanical 
harvesting; is easily and conveniently unitized; can be accomplished mechanical- 
ly; requires less materials; eliminates repackaging at other levels of the 
marketing system; permits efficient use of transport vehicles; protects the 
apples during distribution; satisfies the requirements of wholesalers, retailers, 
and away-from-home eating establishments; and uses materials that are easily 
disposed without creating or adding to environmental problems. 


Action by Industry 


1. Apple growers, shippers, and packers should improve the way apples 
are handled in the distribution system by: 


a. Labeling all consumer packages and shipping containers with clear and 
concise instructions for good handling and storage practices (i.e., apples are 


perishable; should be stored at 32° F.) 


b. Adopt uniform, legible industry shipping container marking such as 
that recommended by the Container Committee of the Produce Marketing Association. 


2. The apple growers through their industry organizations should establish 
Packaging Committees to: 


a. Establish minimum performance standards for shipping containers and 
to evaluate experimental containers. 


b. Begin the task of reducing the number of apple sizes packed and of 
standardizing shipping containers. 


c. Encourage grower-packers to improve their packaging, handling, and 
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truck- or car-loading by using the most efficient and best methods and materials 
that are available. 


Transportation 


Problem 


With the exception of the Northwest (Oregon, Washington, and Idaho), the 
apple industry uses nonregulated motor carriers or private haulers to move 
fresh apples to market. The Northwest apple industry ships about 25 percent 
of its fresh apples in railcars. Truck transportation for fresh apples appears 
to be generally satisfactory for nearby shipments of 300 miles, or less from 
the shipping point. As distances increase, complaints about mechanical failures 
also increase. A number of shippers and receivers cited problems with inade- 
quate air circulation in the loads, thermostat and other failures that resulted 
in product freezing or high temperature damage, shipping container failure, 
and abnormal bruising of apples loaded over the rear axles. Another problem 
frequently cited was the lack of standardization of inside dimensions of high- 
way trailers (some inside widths were too narrow to accommodate 48- by 40-inch 
pallets efficiently.) 


Discussion 


Grower-shippers expressed great concern about legislative efforts to re- 
move the agricultural exemption in the Interstate Commerce Act (Section 203 
(b) (6)) for trucks hauling agricultural products. They fear that increased 
regulation will result in an inadequate supply of trucks and higher transpor- 
tation costs. 


The proportion of Northwest apples shipped by rail has steadily decreased 
since World War II. The percentage of fresh apples shipped from the Yakima 
and Wenatchee, Wash., districts by rail declined from 96 percent in 1946-47 
to only 23 percent in 1971-72. During the same period, rail freight rates 
increased from $1.63 to $2.94 per 100 pounds. Rising freight rates only 
partly explain the shift from rail to trucks. Shippers also cited faster 
service, multiple pickup and deliveries, fewer delays, smoother rides, and 
fewer claims as reasons for using nonregulated trucks for shipment to market. 
The Northwestern industry feels that despite many problems encountered, it 
must continue to use rail for most shipments east of the Mississippi. 


Although many receivers and shippers praised the eastern rail lines for 
recent improvements in service and reduction of delivery time (from 11-12 days 
to 7-8 days for delivery from Washington State to New York City), frequent 
complaints were heard about delays and long schedules. A Kentucky receiver 
said he used to get apples from Washington State by rail on the fourth morming 
(after departure from Washington State) and now they arrive on the sixth 
morning. (Truck shipments regularly make the same trip in 3 days.) Miami, Fla., 
receivers plan on 10 days rail transit time for apples purchased in Washington 
State, but the trip frequently requires 11 to 14 days. 
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Shippers prefer mechanically refrigerated railcars (RP and RPL types) for 
shipments, but they must still use ice bunker cars (RS type) when mechanically 
refrigerated cars are not available. Shippers claim that the water-ice supply 
services provided by the railroads have been reduced to the point that it is 
not unusual for railcars to arrive at destination in warm weather with empty 
ice bunkers. The apple industry has opposed the proposed cancellation of 
Perishable Protective Tariff 18, Supplement No. 128, which provided for the 
abandonment of water-ice refrigeration services by carriers, because they be- 


lieve that the railroads cannot supply enough mechanically refrigerated cars 
to replace the RS-type cars. 


Shippers and receivers claimed that mechanical refrigerator cars arrived 
with temperatures too high or too low due to mechanical failure. Shippers 
also said that with so many new shipping containers and new railcar equipment 
they were not sure which loading patterns would be best to prevent damage and 
insure proper air circulation. 


"Piggy-back" or TOFC (trailer on flat car) service is very popular with 
apple shippers and apple buyers because it is convenient for both the buyer 
and seller. This service has not been made available for apple shipments to 
cities east of St. Louis (eastern and southern territories), although such 
tariffs have been established for pears and other deciduous fruits. 


Another problem associated with the advent of the larger mechanical re- 
frigerator cars has been a disagreement between the railroads and shippers 
over incentive rates for heavier loads in these cars. Agreement that would 
provide incentive rates for heavier loads would increase the efficiency of use 
of loading space in these larger cars and increase rail revenues and reduce 
transport charges. 


Recommendations 


1. The USDA, through ARS and other appropriate public and private agen- 
cies, should: 


a. Develop and recommend preloading inspection procedures for mechanical 
refrigerator trucks and railcars to insure that the controls and refrigerating 
equipment are operating properly prior to loading; 


b. Develop and recommend loading patterns for commonly used shipping 
containers loaded in highway trailers and railcars to minimize shipping con- 
tainer failure and mechanical injury to the apples and to provide for adequate 
circulation of refrigeration air; 


c. Develop methods, techniques, and materials to reduce the width of 
highway trailer sidewalls to 2-3 inches instead of 3-4 inches so as to increase 
available loading space and permit the loading of 20 48- by 40-inch pallets 
instead of only 18 pallets; 


d. Develop improved air circulation systems and other improvements in 
refrigerator cars and trucks to reduce freezing and overheating; and 
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e. Develop ways of reducing the magnitude and number of shocks transmitted 
to fruit during rail and truck shipment. 


2. The apple industry and the railroad industry should establish working 
committees whose objectives would be to increase communication between the 
two groups, identify those areas where interests coincide, eliminate or modify 
the "adversary" attitudes that now exist, and 


a. Explore the possibility of developing ''fast trains" to large metropo- 
litan markets or other improvements as a means of obtaining better and faster 
service; 


b. Develop a realistic freight rate structure that would result in in- 
creased total revenue and profits; 


c. Identify service problems and help the railroads develop ways to im- 
prove service; and 


d. Develop a realistic program and time schedule for phasing out ice 
bunker car gsernyice, 


Market Information Systems 


Market information is essential to the apple industry for both shortrun 
and longrun decisionmaking. The information available currently is probably 
better than in any other country of the world, and the industry, colleges, and 
USDA would be severely hampered without it. However, it is always possible to 
make the best 'better,'' and the following discussion concerns suggested improve- 
ments that are needed to improve market information. The programs of individual 
USDA agencies are discussed in turn. 


Agricultural Marketing Service (AMS) 


The Agricultural Marketing Service through the Federal-State Market News 
Service collects information on daily f.o.b. prices and shipments and whole- 
sale terminal market prices and unloads. 


Presently no Federal Market News information is available on apples from 
eastern New York, including the Hudson Valley and Lake Champlain area, nor 
from the New England States of Maine, New Hampshire, Vermont, Massachusetts, 
Connecticut, and Rhode Island. 


A daily New York, New England apple report could be provided from the 
existing office at Boston. Financial participation on the part of the State 
agencies would be needed as well as cooperation from the growers and shippers. 
The report would be similar to that issued at Martinsburg, W. Va., covering 
the four Appaiachian States of Pennsylvania, Maryland, Virginia, and West Vir- 
ginia. If State funds were made available, this report could be implemented 


immediately. 
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New York State production in the Hudson Valley and Champlain area is not 
reported by Federal-State Market News. If cooperation with the State of New 
York could be obtained, reporting of those districts would give Market News 
complete coverage of the State. The Rochester Federal-State office already 
reports western and central New York apple production. The State provides 
some apple information but not on a daily basis. 

Daily rail shipments data on apples are presently available only from the 
Northwest (Oregon, Idaho, and Washington State), while weekly truck shipments 
are reported only for the Northwest and Appalachia. There is an urgent need 
for daily coverage of rail and truck shipments of apples for all other areas 
of the country and especially for Michigan, New York, New England, New Jersey, 
and North Carolina. Market News indicates mauch better service could be pro- 
vided by daily service, and funds should be provided for long distance phone 
calls and personnel so that shippers and grower-shippers in major production 
areas can be contacted. It is urged that Market News coverage of daily fresh 
shipments be extended to all production areas for both rail and truck. 


A further extension of Market News shipments coverage could be made by 
including information on varieties and sizes of fruit shipped in addition to 
the volume data. The Washington Growers Clearing House provides a good example 
of what might be included in shipping point reports. 


Another concern of the apple industry is the complete lack of information 
on the movement of apples to processors, especially during the fall months 
before storage reports are available. Citrus reports from Florida provide in- 
formation on daily utilization of citrus by processors; similar type data 
would be of benefit to the apple industry. Several processors also indicated 
the need for information on weekly shipments of processed products. Both types 
of information could be collected by Market News with a single phone call. 


Some interest has been expressed in data on shipments for export. Trans- 
portation agencies handling shipments for foreign markets could provide Market 
News with current reports of products loaded for overseas shipment. The apple 
industry might persuade the originating carriers to provide these records to 
Market News for consolidation and release. 


Suggestions regarding Market News prices were scattered. If possible, it 
would be desirable to obtain the volume associated with quoted prices, as is 
done on a weekly basis by the Washington Growers Clearing House. There was 
some concern over the completeness of Market News coverage in one region and 
generalization over the reliability of quotations in certain wholesale terminal 
markets. The apple industry should bring these problems to the attention of 
Market News Service so that any problems could be resolved. 


There is a complete lack of USDA price statistics on processed apple pro- 
ducts at the canner level. Available data are skimpy and are generally based 
on price lists from a few processors. Accurate weekly or monthly f.o.b. ship- 
ping point prices are needed on applesauce, canned slices, frozen slices, and 
apple juice. The Market News Service could provide the vehicle for reporting 
this information. 


Do 


Economic Research Service (ERS) 


The Economic Research Service publishes data on per capita consumption, 
marketing margins, and the market basket. U.S. average retail price, farm 
value, and total marketing spread for fresh apples are maintained as part of 
the market basket series. These are calculated monthly and published quarterly. 
They are averaged annually for a calendar year. Monthly retail prices are 
reported by the Bureau of Labor Statistics (BLS) as part of its cost of living 
price index. Monthly farm prices are reported by Statistical Reporting Service 
(SRS). 


Prices are collected for specific varieties of fresh apples at the ship- 
ping point, at selected wholesale terminal markets or auctions, and at retail 
in corresponding cities. Retail prices are collected by BLS under contract 
with the Marketing Economics Division of ERS. Wholesale or auction prices 
and shipping-point prices are obtained from AMS Market News reports. These 
prices are collected monthly during the marketing season and averaged for the 
season. 


Prices and price spreads are collected for the following varieties: 


Washington Red Delicious--Sold in Chicago, Los Angeles, New York, Seattle, 
Extra Fancy, size 138 or fewer per tray packed carton. Season: Sept. through 
June. 


Washington Winesap--Sold in Los Angeles, Minneapolis, Seattle, Extra 
Fancy, size 138 or fewer per tray packed carton. Season: Nov. through July. 


Eastern Red Delicious--Sold in Atlanta, New York, and Pittsburgh, combi- 
nation U.S. Extra Fancy and U.S. Fancy, size 138 or fewer per tray packed car- 
ton. Season: New York - Oct. through May; Atlanta and Pittsburgh - Oct. 
through Jan. (In New York City, prices are predominantly for New York State 
apples; in Atlanta and Pittsburgh, predominantly Appalachian apples.) 


. Eastern McIntosh (bagged)--Sold in Boston, New York and Pittsburgh, U.S. 
Fancy, size 2% inches and larger, 12/3 1b. film bags per carton. Season: Nov. 


through May. (Prices are for New York State apples.) 


Midwestern Jonathan (bagged)--Sold in Chicago and Detroit, U.S. Fancy, 
size 2% inches and larger, 12/3 1b. film bags per carton. Season: Oct. through 
April. (Prices are for Michigan apples.) 


Prices are also collected for a No. 303 can of fancy grade applesauce 
sold in Detroit and Pittsburgh. Retail price, processor f.o.b. price, and 
farm value are collected each 3 months during the marketing year beginning in 
September. 


Much improvement could be made in both the retail price and farm price of 
apples used in the market basket series. The retail price collected by BLS is 
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for all-purpose apples, excluding all varieties of Delicious apples. Red and 
Golden Delicious represented about 40 percent of the 1971 apple crop. They 
represented an even greater proportion of fresh market sales. Excluding De- 
licious results in a price not representative of the fresh apple market. It 


is recommended that BLS include all varieties of Delicious in apple prices 
collected. 


The U.S. farm price of fresh apples reported by Statistical Reporting 
Service (SRS) is not representative of fresh apple prices at any one point in 
their distribution. It would be helpful if SRS would report equivalent apple 
returns in all States at the same point in their distribution so as to have 
comparable prices in all States (see SRS below). 


Auction prices on Washington Red Delicious are used in computing margins 
in New York City and Chicago. There is concern that the auction price is no 
longer representative of these wholesale markets. It is recommended this be 
investigated and alternative bases developed if needed. 


BLS retail prices on applesauce include only two cities and no other 
apple product. It is recommended that other cities such as Los Angeles, New 
York, Atlanta, etc., be included in the applesauce series and that apple juice 
prices be included also. Apple juice has increased sharply in importance 
since 1968. Over 14 million cans of apple juice were packed in 1970--50 per- 
cent more than in 1968. 


Margins for both fresh apples and processed products came in for a con- 
siderable comment during talks with the apple industry. A periodic indepth 
analysis of apple margins is needed concerning trends, marketing practices, 
market shares, market structure, market channels and conduct, and cost components, 
including harvesting, storage costs, containers, transportation, packing charges, 
selling costs, ect. Margins data should be published annually through USDA 
reports such as the Fruit Situation or at least made available to industry 
organizations on both a national and regional level. Present information on 
margins is not published frequently enough nor is it reaching the industry in 
a convenient form. As a result, there is a major information gap which is 
causing mistrust and suspicion among different firms in the apple industry. 


There were no complaints or suggestions with regard to consumption 
statistics. 


Statistical Reporting Service (SRS) 


The Statistical Reporting Service estimates the size of the apple crop by 
State and collects statistics on production, farm disposition, price, value, 
and utilization of apples. These statistics are of considerable use to the 
apple industry. The crop estimates data in particular have a major role in 
establishing prices each marketing season. Because of their impact, suggestions 
were numerous with regard to crop estimates. These ranged all the way from 
doing away with the reports to the need for moving from a subjective to an ob- 
jective survey. We recommend the latter and not the former. Doing away with 
the report would soon result in chaotic marketing and distrust by firms not 
able to collect their own market intelligence. A lack of market information, 
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coupled with the cost of obtaining information privately, would soon lead to 
only a few of the major firms participating in establishing prices in the 
industry and considerable complaint and criticism over the process. 


Strong interest was expressed from all sections of the country in "better," 
more accurate crop estimates. There is a need for an objective crop estimate 
for apples, with detailed information on some of the major varieties and the 
size distribution of the crop. Acreage information should also be included. 


Production forecasts currently prepared by SRS are made by interpreting 
nonprobability mail survey indications through the use of regression and 
trend charts. An inherent weakness in this approach is the lack of probability 
sample from which the mailed indications are obtained. In addition, and more 
importantly, the information reported by growers responding is a subjective 
evaluation. Frequently, the subjective approach does not adequately measure 
large changes in production. In those years when the supply of apples changes 
significantly from the preceding year, the need for reliable estimates is 
greatest. Changes in production of this type are the most difficult to measure. 


Methodology is available for strengthening and improving the accuracy of 
the apple production forecasts issued by SRS. An objective fruit count, size, 
and droppage survey--combined with an annual update of the acreage and number 
of apple trees by type, standard and dwarf--is needed to improve the reliability 
of the production forecasts. 


Georgia currently is not included in the apple crop estimate. Based on 
the 1972 '"guesstimate'' of the International Apple Institute, production in 
Georgia will exceed that of 11 other States where crop estimates are available. 
It is recommended that Georgia be included in SRS crop estimates. 


A statistic that caused confusion and complaints from industry organizations, 
apple growers, and others is the price per pound for apples. The news media 
commonly interprets this data as the average price to farmers; growers are 
quick to point out this is not the case. 


The U.S. price of fresh apples reported by SRS is not representative of 
fresh apple prices at any one point in their distribution. Prices for Wash- 
ington and Oregon are equivalent returns at the packinghouse door; for Cali- 
fornia, at the first delivery point; and for other States, at the point of 
first sale (which may be anywhere from on-tree to packed at shipping point). 
Thus, the U.S. average price is not representative of grower prices. Attempts 
should be made to have SRS report equivalent apple returns in ail States at the 
same point in their distribution so as to have comparable prices in all States. 
Equivalent returns at the packinghouse door for fresh apples would also be 
comparable with processing apple prices reported by SRS. We recommend a thor- 
ough review of the price statistic and would suggest that a f.o.b. statistic 
on fresh apples be published, plus a separate farm level price, where available. 
For processing apples, the processing plant entrance is the logical pricing 
point. An all-apple price price per pound should be clearly footnoted as to 
what is and what is not included in the price. Weighting factors and the 
aggregation of monthly prices into an annual price also need scrutiny. 
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The Statistical Reporting Service has been providing information on a tree 
census by regions throughout the United States. This information is a valuable 
decisionmaking tool for growers. It is absolutely necessary if SRS is to pro- 
vide better crop estimates and serves as an excellent source of information for 
researchers studying supply response and making projections as to the future 
course of the apple industry. The Northwest refused to cooperate on the latest 
attempt by SRS to provide a tree census in that region. The Marketing Team 
recommends they reconsider this decision. 


Both SRS and the International Apple Institute (IAI) publish monthly 
reports of cold storage holdings of regular atmosphere and controlled atmosphere 
apples. SRS data are collected as part of a cold storage report that covers all 
commodities, including meats, fruits, vegetables, etc. As a result, the data 
are limited to total pounds by region or State and type of storage, without any 
reference to the variety of apples or expected end use, whether fresh or proc- 
essed. SRS data are public information and available to anyone upon request. 


Data are collected by the IAI solely for the apple industry and do include 
detailed information by regions, States, type of storage, expected end use, 
and variety. The information is available primarily to members of the Inter- 
national Apple Institute, although IAI has been generous in providing copies 
to interested researchers. The JAI data have an excellent reputation and are 
considered quite complete and reliable by most users. In effect, IAI is 
duplicating the information provided by SRS on apples while supplying additional 
detail on varieties and expected end use of the fruit. We recommend that SRS 
and IAI get together and systematically review their procedures to determine 
if some sort of mutual program can be worked out to eliminate duplication and 
strengthen the reports. One suggestion would be for SRS to contract with IAI 
for the apple storage information. Provisions would need to be made to ensure 
the reliability and continuity of the data series in the event the contractual 
arrangement was terminated. 


The annual utilization statistics for apples, as published by SRS, are 
not sufficiently definitive to reveal the specific processing outlets to which 
apples are directed each season, i.e., sauce, slices, baby food, cider, juice, 
etc. Aside from its value for examining historical trends, the availability 
of such background data would be extremely useful in evaluating the prospective 
utilization of the oncoming crop, once the size of the crop is known. This 
analysis, in turn, provides an opportunity for individuals within the apple 
industry to establish marketing plans and policies for the new Season. 


At the conclusion of each marketing season, SRS publishes the utilization 
of sales by States and regions as well as a national total. The utilization 
categories as published are as follows: 


Fresh Sales 
Canned 

Dried 

Frozen 

Other Processed 
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Unfortunately, in a number of States, quantities canned, dried, or frozen are 
included in the "other" processed in order to avoid disclosure of individual 
operations. 


The "canned" category includes a host of product uses such as canned 
sauce, Slices, baby food, and baked apples. The "other" category includes, 
in addition to the nondisclosure items, apples used mainly for cider, juice, 
and vinegar. This problem has been particularly acute in the case of juicing 
apples. Although it is well recognized that the juicing outlet has undergone 
tremendous growth in recent years, the "other'' category, in which juicing 
apples now fall, contains a mixture of too many other items to permit a rea- 
sonable approximation of apples used for juice. 


U.S. Department of Commerce (Bureau of the Census) 


In the 1969 Census of Agriculture, data were gathered on tree fruit, 
including apples, with detail on number of farms reporting, acres in trees or 
vines of all ages, and trees of bearing and nonbearing age. For several tree 
fruits, including peaches, pears, cherries, plums, and prunes, further detail 
was obtained by major varieties, such as Clingstone peaches or Bartlett pears. 
In the 1974 Census of Agriculture, it is recommended that a similar breakdown 
be obtained for apples such as Red Delicious. 


Recommendations 


Improved marketing information is needed for apples. USDA agencies for 
information are AMS, ERS, and SRS. Highest priority should be placed on AMS 
shipments data; ERS margins; and SRS tree census, objective crop estimates, 
apple price statistics, and storage data. Specifically, we recommend: 


1. That AMS, through the Federal-State Market News Service, 
a. Extend daily coverage of rail and truck shipments of fresh apples to 
all major production areas and consider the possibility of including information 


on varieties and sizes of apples shipped, in addition to volume data; 


b. Establish a daily New York, New England apple report in cooperation 
with State agencies and members of the apple industry; 


c. Attempt to develop coverage of daily or weekly movements of apples 
to processors; 


d. Report data on fresh apple shipments for export; and 


e. Collect weekly or monthly f.o.b. shipping-point price information on 
applesauce, canned and frozen slices, and apple juice. 


2. That ERS 


a. Expand its current series and provide specialized margins information 
on apples on a regular basis (see above and the section on pricing); 
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b. Contract with the Bureau of Labor Statistics to collect data on re- 
tail prices of Delicious apples for the Market Basket series; 


c. Contract with BLS to collect data on retail prices of applesauce in 
additional cities and extend coverage to apple juice; and 


d. Review the reliability and representativeness of auction price sta- 
tistics used in computing margins. 


Beeelhnat SRS 


a. Strengthen its apple crop estimates by moving from a subjective to 
an objective survey; 


b. Thoroughly review its monthly and annual average price statistics 
and attempt to unscramble data pertaining to f.o.b. shipping point versus 
"farm level"; 


ce. Confer with the International Apple Institute and see if a mutual 
program of reporting storage information can be worked out to the satisfaction 
of both parties; 


d. Report acreages of apples and estimate the number of bearing trees 
annually; 


e. Include the State of Georgia in its apple crop estimates; and 


f. Publish a more detailed set of utilization statistics from the proc- 
essing sector: 


Canned-- 
Sauce 
Slices 
Baby food 
Other (including baked apples, apple chunks, pie mixes, etc.) 


Dried 


Juice=-- 
Hot-pack concentrates 
Other (including frozen concentrates, canned or bottled single- 
strength juice or cider) 


Other-- 
(including all miscellaneous items such as mincemeat, vinegar, etc.) 


In order to avoid the disclosure problem, SRS could confine its annual report- 
ing only to those key States where disclosure is not an issue. At the very 


least, national and regional totals should be provided. 


4. That the USDA request additional detail on apples in the 1974 Census 
of Agriculture. 
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Extension 


Problem 


There is a need for the Extension Service to organize personnel in the 
field to expand work on marketing education programs for the apple industry. 


Discussion 


Several recommendations in this study include concentration on educational 
programs with apple producers, fresh market packers, processors, and retailers. 
These include areas of labor and financial management, planting and tree re- 
moval, improvement in quality from initial production through marketing chan- 
nels, and analysis of marketing alternatives and methods. 


Testimony heard by the Apple Marketing Study Team indicated that many 
growers were not well informed about marketing, did not understand the signifi- 
cance of many different types of marketing organizations, and were not aware 
of the experiences of other fresh produce commodity groups with large coopera- 
tive marketing efforts or with marketing orders. There is an urgent need for 
dissemination of information on marketing to growers. For example, growers 
need current information on the advantages and disadvantages of consolidated 
packing or sales agencies and of marketing orders. 


The educational arm of the USDA, the Federal Extension Service, lacks 
staff resources and the appropriate contact points to attack these industry 
problems directly. State extension staffs are primarily State-oriented and 
even in many large apple=-producing States lack the appropriate personnel to 
develop an effective industrywide program. However, a coordinated program to 
take advantage of the personnel in different States to develop materials and 
possibly even present information industrywide would be a more efficient use 
of resources and would also provide for the necessary expertise in each subject 
matter area. 


One of the big hurdles to effective coordination is the fragmented loca- 
tion of the industry in which the four largest producing States are noncontig- 
uous and spread from one side of the Nation to the other. In none of these 
States is the industry large enough to command a major extension programing 
effort, particularly when the problems of the industry cannot be overcome with- 
in State boundaries. 


A meaningful educational program for the apple industry has to be developed 


on a national basis with multistate cooperative endeavors. This is not being 
done. 


Solutions 
1. Extension Service personnel should provide the leadership to develop 


teams of Federal, State, arid industry personnel to set educational goals and 
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assign responsibility to prepare and present materials for a coordinated 
industrywide educational program on marketing. Problems in implementing this 
effort include lack of cooperation of State extension directors who do not 
consider apples a significant enough commodity in their State for concentrated 
educational efforts and the funding of out-of-State expenses for State exten- 
sion .statt. 


2. Increase Extension Service staff to prepare extension materials for 
dissemination by State personnel. 


3. Change the funding of the Federal contribution to the respective 
State Cooperative Extension Services to a problem-wide programing approach 
addressed to national industry problems. This would eliminate the present 
fragmentary approach arising from each State going its own direction. 


Recommendation 


Although solution (3) might be the preferable longrun approach to financ- 
ing extension efforts in problem areas, solution (1) could be implemented 
rapidly and would receive State and industry support and cooperation. 


Coordination of Economic Research 


Problem 


Research efforts in the USDA and the State Agricultural Experiment 
Stations lack coordination and complementarity on the key longrun problems 
of the apple industry. 


Discussion 


Research on all aspects of the apple industry originates within the State 
Agricultural Experiment Stations. One of the key problems is the lack of 
coordination between stations and the absence of interdisciplinary approaches 
within stations. Apple research efforts need greater coordination to achieve 
maximum benefits per limited dollar expended. They include varietal develop- 
ment; tree form and size; pest and disease control; harvest, storage, packing, 
and processing; handling, transportation, and warehousing; store sales and 
consumer acceptance. The coordinating links between these segments are lacking. 


A recent ARS paper compares the opinions of horticultural research person- 
nel on needed research on apples with actual research underway as reported in 
Current Research Information Service reports (5). A lack of continuity between 
the two is evident. 


Another recent paper attempting to analyze the economic potential of the 


apple industry in the Four Corners region (Utah, New Mexico, Arizona, and 
Colorado) drew together material from five different State production cost 
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studies (6). It was extremely difficult to obtain comparability because of the 
different approaches of research and extension personnel to the same objective. 


The role of the Cooperative State Research Service (CSRS) is to coordinate 
regional and national research programs. There appear to be two problems in 
implementing this system to apples. 


1. The administrative advisers on the research committees have not been 
aggressive enough to ensure that total industry problems are being faced. More 
commonly the committee members develop a research proposal considering their 
own research interests; key problem areas can be easily left untouched and full 
interdisciplinary cooperation may be lacking. 


2. The regional structuring of the initiation of research proposals 
hinders development of such proposals on apple problems because the apple 
industry is nationwide with the major apple States all in different regions. 
Washington State is in the Western region, Michigan in the North Central, 
Virginia and North Carolina in the Southern region, and New York and Pennsylvania 
in the Northeastern region. One of the major apple-producing areas--Appalachia-- 
is split between two regional associations of State Agricultural Experiment 
Station directors. When regional projects must be spawned within this system 
and receive regional approval before submission to the Committee of Nine, it 
is easy to see why there is little coordinated research for the apple industry. 


Solutions 


1. CSRS and the Committee of Nine should make a special effort to en- 
courage national research programs for commodities such as apples when produc- 
tion is nationwide. Administrative procedures should be set up to encourage 
this coordination. 


2. CSRS should become more critical of regional research proposals to 
ensure that regional research is being focused on industry problems and that 
research personnel are not simply using the funding "umbrella" to do what they 
would "like to do" with little regard for industry priorities. This may be 
an area where more input on research priorities should be received from industry 
sources rather than simply from the research personnel themselves. 


3. The apple industry should seriously consider increasing its support 
of research in public institutions. The USDA and colleges have been accused 
of becoming less industry-oriented and more people-oriented in their research 
efforts. This is a reflection of changing priorities over time and will be 
even more relevant in the future. It will be highly desirable and necessary 
for the apple industry to sponsor production and marketing research in the 
future. 


Funds for research can be raised as they are for promotion programs 
through self-assessment. Marketing orders, special legislation such as a 
research and promotion act for apples, or voluntary contributions could be 
used as a source of funds. In addition, the industry organizations may wish 
to expand their staff and do more research internally. The Florida citrus 
industry is a good example of an industry doing some of its own research. 
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4, Within the USDA and between the USDA and the State experiment stations, 
better coordination can often be achieved through exposure and by improving 
communication. Luncheons, seminars, and opportunities to work with personnel 
in other USDA agencies and in other disciplines should be encouraged. One of 
the benefits of the Apple Marketing Team has been the opportunity for inter- 
disciplinary exposure for the personnel attending the regional meetings and 
for the members of the team. 


Another area for improvement is the relevancy of research to the needs of 
the apple and other industries. Too often researchers have been working in a 
vacuum and have generated publications to be used by other researchers and not 
industry. Reports frequently are highly sophisticated, mathematically and 
theoretically oriented documents that will earn the esteem of fellow members 
of the profession but leave the industry frustrated. A careful screening of 
research proposals is needed to separate "like to do' projects from those 
that will better meet the needs of the apple industry. 


Recommendations 


1. This committee is not in a position to make specific recommendations 
to CSRS on how to remedy the uncoordinated efforts apparent in the apple re- 
search area. An awareness of the problem by CSRS and efforts toward solutions 
(1) and (2) would be a substantial move forward. Some of the types of coordi- 
nated economic research activities that are needed include: 


a. Regional analysis of production costs and efficiency. 


b. Regional harvesting, storage, packing, processing, and distribution 
cost and efficiency studies. 


c. National and regional analysis of expected returns, market require- 
ments, and demand. 


d. A study on supply response in the apple industry. How rapidly and to 
what extent do growers respond to higher prices? 


2. The USDA, through CSRS, ERS, ARS, and other agencies, in conjunction 
with the colleges and universities, should provide leadership and financial 
support toward improving current economic research on apples. A considerable 
volume of high quality research is currently available or in progress. The 
need is to coordinate efforts nationally rather than regionally or limiting a 
study to a single State. Also, there is a need to continually update research 
and not just limit it to "one shot" studies or "like to do" projects that may 
not be focusing upon the real problems of the apple industry. We recommend 
that the apple industry move in the direction of solution (3) and take a more 
active role in supporting research, both internally and publicly. 
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DOMESTIC DEMAND 


Introduction 


Grower prices are based on the supply of apples available and on the demand 
for apples at the farm level. Demand at the farm level is directly related to 
the demands of consumers for fresh apples and processed apple products. There- 
fore, it is extremely important to growers that every effort be made to expand 
the demand for apples. This section considers the possibilities for market 
expansion in four areas; Consumer needs and promotion, new apple products, 
improved Government purchase programs, and roadside marketing. 


Consumer Research, Market Expansion, Promotion 


Problem 


A successful promotion program requires a consistent, good quality product 
attractively merchandised at a reasonably competitive price. These essential 
ingredients are sometimes lacking in the marketing of fresh apples at the retail 
level. Equally vital for success is the need for a promotion program based on 
sound market research, The latter is rarely present in current apple promotion 
efforts. Another weakness of these efforts is their fragmented approach. Many 
of the promotional efforts are conceived and carried out by State or regional 
groups apparently without integrated strategy or programs. Funding is a 
perennial problem with all agricultural promotion programs. However, the funding 
for apple promotion appears to be particularly inadequate in comparison with 
successful programs, such as those for dairy products. 


Discussion 


The two primary targets for apple promotion are the household market and 
the away-from-home market, Each of these large markets needs to be treated 
separately promotionwise because each has different requirements in terms of 
product form, quantities, use patterns, package size, and so on. However, the 
fundamentals for successful promotion--quality, availability, and price--are 
the same for both market segments, 


While a fairly sizable number of apple industry people spoke in favor of 
stronger, better conceived, and better financed regional and national promotion 
programs, the prevailing attitude seemed to favor a locally controlled and 
planned grassroots program. This attitude, in part, reflects the differences 
in varieties produced in the major regions--Northwest Delicious, Michigan Jon- 
athans, New York McIntosh, etc. 


A major drawback of State programs is that many States do not participate 
fully in promotion programs. For example, States such as Idaho, Utah, Illinois, 
Wisconsin, and North Carolina find it difficult to join in a combined effort 
with nearby States to promote apples. As a result, the total dollars, efficiency, 
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and effectiveness of many of the promotion efforts are severely hampered relative 
to what could be done with more formal and broader regional programs, A few 
comments were received indicating that there were too many agencies or associ- 
ations promoting apples now. Fewer but better conceived programs might be more 
effective. 


The household market represents the volume market for fresh and processed 
apples and apple products. Yet, there was general agreement that promotional 
efforts were guided by "seat-of-the-pants" observations rather than scientific 
study. Serious questions were raised on "Why must apples be red?" 'Why don't 
consumers buy apples?" or "What do consumers want in apples?" Shifting emphasis 
from promoting apples on a varietal basis to promoting apples on the basis of 
health benefits and flavor also was mentioned frequently at the regional meetings. 


The question of red color was a sore point in the industry. Even in Wash- 
ington State, whose advertising commission made the Red Delicious variety the 
symbol of a good apple, there was disagreement on the merits of all red apples. 
Total emphasis on red color is detrimental in several ways. It affects quality 
adversely because growers tend to delay picking So that the fruit will show as 
much color as possible. This practice often results in overripe apples at the 
store level. The sale of the green Granny Smith variety imported from Australia 
is evidence that apples do not have to be red if they have good flavor and 
texture, are otherwise acceptable, are brought to the attention of consumers by 
good promotion, and are offered at a competitive price. The California Apple 
Advisory Board's "ugly apple that tastes good" campaign also exemplifies an 
imaginative approach in this area, On the other hand, retailers were in sub- 
stantial agreement that uniform red color is an important element in impulse 
buying. That is to say, where apples are concerned, customers "buy with their 
eyes.'' Merchandising research studies bear out this contention to a large degree, 
This attitude by retailers could be a major handicap if the apple industry at- 
tempts to deemphasize color in future promotion programs, However, the question 
remains as to the origin of retailer and consumer attitudes. If promotion efforts 
have created the red apple image to the detriment of quality, it may be time to 
promote apples of all colors--green, yellow, green and red, as well as red. 


At the regional meetings a strong feeling prevailed that the apple industry 
knows very little about its customers--household or institutional. Comprehensive 
indepth studies in these areas on a national or even regional basis have not come 
to the attention of the Apple Marketing Team. Such studies are basic to any 
market expansion planning and efficient use of scarce funds. Data from such 
studies could be used in planning promotional campaigns, penetrating household 
and away-from-home-eating markets more effectively, and guiding new apple prod- 
uct development. 


For example, studies conducted for the dairy industry's promotion program 
research base employed three levels of analysis. The first of these is called 
"people profiles." Here the individual consumer's general orientation toward 
food is determined. The second level of analysis raises the question of the 
profiles associated with particular foods, Various foods have widely differing 
profiles, Milk, for example, is heavily "endowed" with nutrition coneepts. The 
interrelationship between the two types of profiles--people profiles and product 
profiles--provides some answers as to target populations for specific products. 
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The third-level analysis seeks to determine what factor or combination of factors 
triggers the acceptance, that is, purchase or rejection of a particular food. 
With such information in hand, the apple industry would have a better basis for 
developing and carrying out more effective promotional campaigns. 


In all fairness, much good work has been done in promoting fresh apples. 
Yet, these efforts have fallen short for the most part because they pit regional 
apples against regional apples rather than focus on the customer. While strong 
local or regional programs are essential to the evolutionary development of a 
national program, progress in this regard has been slow for apples. Greater 
efficiency and productivity probably could result from more nationally coordin- 
ated promotion and stronger regional programs. Several comments were directed 
toward livening up the promotion program for apples. Many of the current pro- 
grams have become "old hat," don't appeal to younger consumers, and generally 
mme not as effective as they, could'be.” In addition, far too mich effort is”put 
on grower relations--advertising in localities where growers are concentrated 
and not where consumers are concentrated. The effective program should aim at 
major population centers and 220 million consumers--not at 21,290 apple growers. 
Growers pay for the program, of course, but they also should get their money's 
worth, The picture is much the same for processed apple products, Processed 
apple promotion is done by individual firms and the Processed Apple Institute, 
Processed apple products, compared with other processed food commodities, are a 
poor runner-up in programs devoted to consumer education and advertising. 


Fundings of apple promotional activities, more often than not, were cited 
as inadequate for an effective market expansion program, Authoritative financial 
data are not available. A best guesstimate by industry sources as to annual 
promotion expenditures is as follows: 


Million dollars 


Washington 1.50 
New York .30 
Michigan #25 
Virginia LS 
Pennsylvania 202 
California . 10 
New Jersey ) Ol 
North Carolina) 
Others PUL 
Total, State apple promotion 2606 
Processed Apples Institute (PAI) . 10 
Industrial firms .50 
Grand total, fresh and processed 2296 


The almost $3 million spent on promotion annually by the apple industry 
includes overhead monies diverted to national organization activities. Compared 
with other commodities such as dairy or cotton, the amount seems modest. While 
it is difficult to determine the right amount to spend on promoting apples, the 
declining per capita consumption rate on fresh apples suggests that more should 
be done in this area, 
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Another aspect of apple promotion is the difference in demand elasticities 
for fresh apples compared with processed apple products. Most of the promotion 
money spent by State groups goes to promote fresh fruit, while the retail demand 
for processed products is much more elastic and, therefore, has greater potential 
for increased consumption through promotion, 


The apple industry has barely scratched the surface of potential demand for 
apples in the away-from-home market. The rapidly expanding market for food 
away from home--the food service industry--suggests that eating out is becoming 
more commonplace and that the share of the market for food away from home is in- 
creasing relative to the total market for food. A recent USDA study estimated 
that food service establishments utilized foods having a retail value of $35 
billion. 1/ The significance of this market is apparent when compared with the 
value of all food consumed. The retail value of food moving through food serv- 
ice outlets was $172 per person, or a little less than 1 of every 3 food dollars. 


Apples and apple products do not have the above market share as is true of 
many other food products. Demand for apples and apple products in the away-from- 
home market apparently has not developed to the same extent as demand for these 
foods in the in-home market. Consumption of fresh apples is less than one-half 
pound per capita in the away-from-home market. This suggests that the market 
for food away from home must be given special emphasis, if total demand for 
apples and apple products is to continue strong in subsequent years. It is im- 
portant that apple producers and marketers evaluate changes in eating habits 
and the effects such changes have on long-term demand for apples and apple prod- 
ucts, 


Three action-oriented courses should be implemented: (1) Study changes in 
eating habits as they concern apples; (2) establish or increase sales promotion 
and advertising budgets and direct their activities toward building demand in 
the away-from-home market; and (3) initiate research and development activities 
geared to development of new apple products which lend themselves to the chang- 
ing conditions and food requirements of the food service industry. 


A profile of heavy and light users of apples and apple products which may 
be used in these programs, especially as a basis for determining the direction 
of the sales promotion and advertising thrust, is available from the food serv- 
ice industry study. Basically, such institutions as hospitals, rest homes, and 
universities account for a much larger share of apple consumption in the away- 
from-home market than do the fast service and public eating places. The rapid 
growth of convenient, fast-serve foods at both the retail and eating-out levels 
emphasizes the need for information on the position of apples in this changing 
market and the areas of greatest potential for apples in the future. 


Solutions 
Market expansion activities offer a likely means of generating higher re- 


turns to growers by increasing the demand for apples. This can be done in 
several ways: 


1/ Separate Eating Places: Type, Quantity, and Values of Food Used, 
statis. Bull, .4/6,,.U.5. Dept.) Agr, seNov aegis 
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1. Conduct an indepth appraisal of consumers to determine their needs and 
requirements to expand market demand for apples. Industry can then make a con- 
centrated effort to produce fruit to meet those needs, 


2. Conduct an indepth appraisal of the hotel, restaurant, hospital, food 
remanufacturer, fast food service, and other present and potential institutional 
users concerning their present and future needs and requirements for fresh apples 
and processed apple products. Then, follow with action by the apple industry 
to meet those needs, 


3. Fresh apple promotional programs should be greatly expanded. Part of 
the program should be consumer oriented and would feature the good-tasting 
apple: firm, crisp, and juicy. There should be emphasis on health, flavor, 
consumer education on varieties and use (refrigeration), natural food fad de- 
velopments, and new products which have appeal to teenagers, older people, and 
the fast-growing away-from-home market, Attempts should also be made to reach 
consumers not eating apples. The consumer program should be national in scope 
and could be financed through State or Federal marketing orders by an assessment 
of 1 cent per box. Part of the promotion program would be regional in scope 
but not predominantly State oriented as it is now. The regional programs pre- 
sumably would continue to provide material to retailers, etc., with emphasis on 
particular varieties, However, ways of injecting new ideas and approaches should 
be considered to insure maximum effectiveness, 


4. Processed apple products have not penetrated the fast-growing away-from- 
home market as successfully as other food products, Part of the problem may be 
due to the relatively small promotional program for processed apple products 
compared with other commodities, After research has pinpointed target markets, 
all segments of the industry, fresh and processed, should assess themselves so 
that an adequately financed promotion campaign for processed apple products can 
be handled, ; 


5. One successful way to find out what the customer wants in the away-from- 
home market is to ask him. While it would be difficult to do this on a company- 
by-company basis, it can be done collectively through associations and other 
special interest groups. Representatives of such groups as the National Res- 
taurant Association, International Food Service Manufacturers' Association, 
American Dietetic Association, American Hospital Association and National In- 
dustrial Cafeteria Managers' Association probably would be glad to express their 
views on apples as they relate to their particular industry segment. Thus, it 
is proposed that an advisory committee be set up composed of members of each of 
the associations with an input in the food service and baking industries. This 
committee would advise the apple industry concerning ways and means of expanding 
markets for apples in the away-from-home market. 


6. Develop an advisory board composed of representatives of al! commodity 
groups, such as the Cling Peach Advisory Board, Florida Citrus Commission, etc., 
to determine what areas of joint cooperation can be developed from a total 
promotional standpoint. 


7. The apple industry should develop closer working relationships between 


State, regional, and national organizations, including the Processed Apples 
Institute and the International Apple Institute. Formal exchanges of ideas, 
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joint development of advertising materials, etc., all could improve the effi- 
ciency of present advertising dollars. A systematic look should be taken at 
existing programs, areas for improvement identified, areas of duplication elin- 
inated, and areas for joint activity pinpointed. 


8. National or regional promotion programs can be operated under Federal 
marketing orders. Promotion programs are now permitted under Federal marketing 
orders as a result of 1970 legislation, The team strongly recommends that the 
apple industry seriously consider Federal market orders as a means of improving 
their promotion programs (see the chapter on supply). 


Recommendations 


As noted in the discussion above, one area of needed action is in market 
expansion programs, particularly promotion, Properly conceived and financed, 
a strong State and regional program with a concurrent and equally strong national 
thrust can be effective in expanding market demand. The most significant input 
from the USDA would be to assist the industry in an indepth research program, 


It is recommended that an indepth appraisal be made of (a) consumer require- 
ments for apples and apple products in the household market; and (b) hotel, 
restaurant, and institutional requirements of the away-from-home market. Emphasis 
should be placed on determining the desired characteristics of fresh apples, 
market potentials for apple juice, and the present and future product forms 
needed by the away-from-home market, This could be accomplished by the USDA 
through the Economic Research Service (ERS) in cooperation with the Statistical 
Reporting Service (SRS) and other appropriate agencies; it could be undertaken 
by State and college personnel; or it could be done by utilizing the field rep- 
resentatives of the various industry promotion organizations, or any combination 
of the above. Such a proposal should contain an expression of good faith by the 
industry that it will organize its promotional activities on a broad enough scope 
to fully implement the market research, The USDA Agricultural Marketing Service 
(AMS) would also be ready to help the industry with Federal marketing orders if 
they so desire, 


Market Potentials--New Apple Products 


Problem 


New product development can be an important way of expanding market demand 
for agricultural commodities, The apple industry is no different in this re- 
spect. Yet, in terms of what has been accomplished, compared with other agri- 
cultural commodity groups such as dairy and citrus, the apple industry is far 
behind. 


The crux of the problem is whether the apple industry, as presently consti- 
tuted, has the financial and technical c&pability to move ahead successfully in 
this area, 
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Discussion 


It became obvious from the regional meetings that efforts in new product 
development are both fragmented and underfinanced., The problem appears to be 
compounded by a lack of coordination in planning and execution by the industry 
itself and by USDA and State researchers, This is particularly true in an area 
vital to new product development strategy--market research, 


There was a noticeable lack of enthusiasm among industry people for new 
apple products as a panacea for the ills of the industry. This lack of enthu- 
siasm was directed more at USDA and university activities in this field than 
at private enterprise efforts. The public patent feature was the principal 
reason for this attitude. Apple processors are not willing to invest the large 
amounts of money needed to introduce a new product without having any exclusiv- 
ity on the manufacture of the product. 


In addition, USDA and university personnel were criticized for often oper- 
ating in a vacuum without indepth understanding of the processing industry. 
As a result, they do not anticipate the production and marketing development 
problems with new products which processors frequently encounter, There is even 
some question as to whether the USDA and colleges should be involved in new prod- 
uct development. The industry was reluctant to make this a formal suggestion, 
but processors seem to feel they are more successful doing their own research, 


There was general agreement that many apple processing firms were too small 
to be effective in new product development and introduction. Several suggestions 
were made for joint-venture enterprises between apple growers and an existing 
large food manufacturer for the purpose of generating a financial base for, 
among other things, a new product development program. 


A considerable number of creative new products have been developed by uni- 
versities, Government laboratories, and apple processing firms. Some of these 
new product ideas failed; others have never been tested in the marketplace, There 
are many reasons why this has happened, but there has never been an organized 
effort involving research groups to really evaluate the state of the arts. Once 
this is done perhaps these groups can work together on a more integrated new 
product development program. 


Dried Apples.--Per capita consumption of evaporated apples (24 percent 
moisture) has been declining steadily for over a decade and will continue to do 
so in the foreseeable future. It is due, in part, to the high SO) content nec- 
essary for preservation which masks much of the apple flavor. In addition, 
evaporated apple slices do not reconstitute easily. Low-moisture products 
(2 percent) require little or no SO, and reconstitute easily and quickly. Sales 
of dried instant applesauce are gradually increasing, although it must compete 
with high quality, inexpensive canned sauce, There does not appear to be any 
immediate change in the present consumption of dried apples, but a gradual in- 
crease in use of instant applesauce may be expected as the public becomes aware 
of its availability. Manufacturers of dried products are looking for help in 
developing new products but at the moment the potential seems limited. 


Ta 


Frozen and Refrigerated Products.--Frozen apple slices are generally sold 
in large containers to the institutional trade, However, with improved texture 


and flavor it is conceivable that sales for home consumption may increase, Re- 
frigerated fresh apple slices are just now appearing on the retail market. 
Designed for eating out of hand or in fresh fruit salads, this item may increase 
consumption of apples that do not meet the grade for fresh market and would 
otherwise bring a lower return to the grower. Waldorf salad mix was also men- 
tioned as a possible new product with potential. 


Canned Slices and Sauce.--Increasing consumption of applesauce or canned 
slices is unlikely. Canned applesauce is generally inexpensive but not always 
consistent in texture, color, and flavor. Some of the variation is due to the 
variety of apple used. Canned pie slices and pie slice fillings are being re- 
placed by frozen and refrigerated fresh slices which yield a pie of better flavor 
and texture. Consumption of these products may gradually increase, 


Juice and Concentrate.--This is the one bright spot in the apple industry 
today. Sales of natural and organic apple juice are booming; so is use of the 
concentrate used for apple wine. There appears to be a terrific potential for 
apple juice, including new items such as sparkling cider as a substitute for 
beer, carbonated apple juice, and cider pop. 


Solutions 


1. A number of new public patented processed apple products, presently 
not commercialized, such as osmovac apples and explosion-puffed apple pieces, 
have potential for market expansion. Because of the public patent feature and 
the large expenditures involved, it is not feasible for an individual firm to 
market test these products, If exclusivity is not possible, the USDA and 
colleges, in cooperation with an industry group such as the Processed Apples 
Institute or with groups of interested firms, should undertake to jointly fin- 
ance the market research needed to assess the commercial potential of publicly 
developed new products that have promise, 


2. The USDA through Agricultural Research Service (ARS) has available 
modern laboratory facilities and equipment which can be utilized for research 
and development on apples. Several commodity industries have developed a cooper- 
ative program with several of the regional laboratories where they (the industry) 
hire researchers to work exclusively on developing new products for that par- 
ticular commodity area, The lab's facilities and, if necessary, equipment are 
used in carrying out such a research program, This would provide a least-cost 
approach to new apple product development, Of particular interest to the North- 
west growers would be the reestablishment of the ARS Laboratory at Prosser, 
Wash, 


Emphasis should be placed on developing new products to take advantage of 
the rapidly growing new markets--chocolate-coated, freeze-dried apple slices; 
carbonated apple beverages like the Mexican "Sedral"--the biggest seller in 
Mexico; a ready-to-mix Waldorf salad; and expanding the use of refrigerated 
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vending machines for apples. Similarly, new convenient fresh products could be 
developed for the food service industry where, because of labor shortages, the 
whole fresh apple is unacceptable. 


3. A major information gap concerning processed apple product needs appears 
to exist. Apparently little or no indepth market research is available on market 
trends and requirements. The lack of a comprehensive marketing strategy on 
penetrating market outlets for processed products creates duplication of effort 
and dissipation of scarce resources, An indepth market research effort is needed 
to serve as a blueprint for a cohesive marketing strategy and more efficient 
penetration of markets by processed apple products. 


Recommendations 


1. The fresh and processed segments of the apple industry should form a 
planning committee to determine the feasibility of: 


a. Joint ventures of grower groups and processors. 


b. Indepth market research for the development pa a more comprehensive 
marketing strategy for processed apple products. 


c. Joint research and development ventures with USDA regional laboratories, 


2. In concert with the apple industry, the land-grant colleges and other 
universities and USDA agencies (ERS, SRS, and ARS) should set up an apple prod- 
uct review group to evaluate the current and prospective state of the arts and 
explore the feasibility of joint action in developing and commercializing new 
apple products. 


Improved Government Purchase Programs 


Problem 


"The timing of USDA apple and apple product purchases programs may not be 
meeting grower needs." The strong feeling was that USDA programs help the 
processor, the shipper, or storage operator more than the grower. 


Discussion 


Main aspects of Government purchase programs touched upon at the regional 
meetings were timing, buying procedures, and quality. The timing aspect had 
several dimensions--one concerned the need for an early announcement by USDA as 
to "intention to purchase." It was suggested such an announcement should be~ 
between August 15 and September 15 for both fresh apples and apple products, 
Early announcement of "intentions to purchase" would help in setting fall open- 
ing prices. However, it should be recognized the pricing effect could be either 
negative or positive, depending on the decision to purchase or not purchase and 
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Another dimension concerns the timing of actual purchases. It was argued 
that purchases at the height of the harvest season in October or November would 
(1) ensure a better quality apple for the programs; and (2) have a greater bene- 
ficial or price strengthening effect on markets than later in the year. 


Military and USDA purchase procedures requiring bids for processed apple 
products were strongly criticised by growers for creating lower than cost-of- 
production returns to growers. Bumper crops of the past 3 years have severely 
aggravated the downward pressure on prices caused by the bidding procedures. 
Several growers suggested that no bids be allowed below cost of production; that 
is, bidding should be on a cost-plus basis, It was pointed out that the Govern- 
ment now requires equal employment, minimum wages, and health standards criteria 
to be met in processor contracts; so why not a cost-of-production minimum price 
on Government purchases? 


Another criticism of the USDA fresh apple program was the grade and quality 
of apples purchased. The USDA purchases fresh apples on a U.S, No. 1 grade 
basis. According to industry spokesman, U.S, No. 1 grade should not be used 
since they are not considered high enough quality by the trade for the consumer 
market. If apples are immature, bruised, or otherwise out of condition, they 
should not be disposed of via the school lunch program, If they are U,S, No. l 
grade because of color, but otherwise palatable, it appears they could be used 
in the school lunch program, 


One of the problems cited by USDA school lunch officials on the fresh apple 
purchase program last year was the rejection of carlots by the States. For 
example, in fiscal 1971, New York State rejected 21 carlots out of a total of 
44 offered and grown in the State. Poor timing of shipments, batching of de- 
liveries, wrong varieties, and quality problems (including immature apples) 
probably were major factors in this rejection, Handling difficulties, lack 
of storage facilities, and other distribution problems in the school system were 
cited as additional barriers. 


Manufacturers of low-moisture apple products in Washington and California 
have not been able to penetrate the USDA purchase programs. They have pointed 
out to USDA officials the inherent advantages of such products (storability, no 
refrigeration, ease of handling, etc.) but to no avail. The military does buy 
dried apple products for its mobilization program but not for general mess use, 
The problem for mess use seems to be that of meeting Quartermaster Corps speci- 
fications for dehydrated products. 


The USDA position is that low-moisture products are not competitive in price 
with canned apple products and other dried fruits. The USDA does buy dried 
prunes, raisins, etc., which are considered better buys than dried apple products. 
In addition, it is felt that manufacturers need to develop a demand for their 
products at the local level. Another product possibility mentioned for the school 
lunch program was apple juice. This is a fast-growing item that should be 
emphasized in purchases, Apple juice would be especially appropriate for the 
school breakfast program, 


It was noteworthy that few complaints were received about the magnitude of 
Government purchases under the school lunch program. The feeling seemed to be 
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that increasing direct Government purchases would affect sales through normal 
commercial channels, In addition, the Government has been active in purchasing 
both fresh apples and processed apple products in recent years. A few suggestions 
were made in regard to increasing apple purchases for the needy persons program, 
etc. 


Solutions 


1. Release early purchase announcement date for fresh and processed apple 
products (already proposed by International Apple Institute in a letter to AMS 
Administrator, Ervin Peterson). A rough estimate of expected purchases should 
be announced early in the season, possibly between August 15 and September 15. 


2. Limit USDA purchases to Fancy grade or better apples for the school 
lunch program. Also, allow more tolerance on sizes by including 2%-inch to 
2%-inch apples that are presently excluded. This is particularly applicable 
for selected varieties; Jonathans, for example. 


3. Coincide actual fresh apple purchases for present and future delivery 
with harvest peaks, 


4. Revise Government purchase procedures to encourage the commercial de- 
velopment of new apple products. For example, if adequate supplies are commer- 
cially available and the price competitive, purchase of low-moisture apple prod- 
ucts would be of significant help to that industry 


5. Arrange meetings of representatives of Agriculture and Defense to 
discuss the feasibility of changing procurement procedures for processed apples 
moving from a bid to a negotiated price. 


Recommendations 


1. The team recommends early announcement dates on offers to purchase 
fresh apples and processed apple products under Section 6 (school lunch) and 
Section 32 (child nutrition and needy persons programs). These programs are 
handled by AMS and the Food and Nutrition Service (FNS). 


2. There is a need to take a systematic look at the present distribution 
of fruit for the school lunch and needy persons programs, Are facilities for 
handling and storage available and adequate? What quality problems are being 
encountered in the distribution system and what can be done to correct them? 


3. A special program be set up by the apple industry to insure the best 
possible use of USDA and commercial fresh and processed apple purchases for the 
school lunch program by (1) having field representatives work with school dis- 
trict agents within States on timing of shipments, proper handling and storage 
practices, etc., and (2) working with schools at the local level to encourage 
them to buy fresh apples and processed apple products. 
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Farm Marketing Through Roadside and Pick-Your-Own 
Operations 


Apple producers in several Northeastern and Midwestern States can probably 
expand direct sales to consumers through roadside farm markets and "pick-your- 
own'' type operations. Although the potential for significant apple sales ex- 
pansion through direct-to-consumer farm marketing may be limited, it appears to 
be a sales outlet with potential for many small and medium-size farm operations 
located near metropolitan areas, It is estimated that 10 to 15 percent of the 
present U.S, apple crop for fresh market is sold direct to the consumer through 
these two types of marketing outlets, 


In the Northeastern States a multistate task force of extension marketing 
specialists from five States was recently established to discuss needs and 
develop guideline-type materials and publications on direct marketing. Two 
representatives of the apple marketing team met with this task force in April 
and also contacted other State extension specialists and management personnel 
of Statewide Certified Roadside Market Associations in New Jersey and Michigan 
regarding educational and research needs, 


The following ideas were compiled on needs for educational and research 
efforts considered appropriate for future USDA and multistate cooperation; 


1. Guideline publications on establishing successful farm market and pick- 
your-own operations, including layout, size, and cost relationships for various 


types of market facilities. 


2. Development of an acceptable uniform recordkeeping-financial management 
system for farm market operators, 


3. Need for development of a periodic series of statistics on number, type, 
and business volume of produce sold through direct on-farm marketing operations, 


4, More workshops and tours for potential and present operators on all 
aspects of management. 


5. Research and educational work on how retail prices are determined and 
factors to consider in setting these prices at the farm. 


6. Need for a film and additional slide series to interest producers in 
farm marketing and to upgrade management practices of present operators. 


7. Consumer research on factors affecting sales and product packaging. 
8. Guidelines for establishing a farm market cooperative association. 


9. Development of training materials on employer-employee relations, 
supervision, insurance needs, and merchandising display techniques. 
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Recommendation 


It is recommended that the USDA, through the Extension Service, cooperate 
with State efforts to provide the above materials. Support should also be given 


to well-developed programs to aid State extension specialists in working with 
direct marketers, 
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FOREIGN TRADE 


The Export Situation For U.S. Apples 
Problem 


U.S. exports of fresh apples have declined significantly since about 1965 
(fig. 2). This decline can be attributed to a host of factors, among the more 
important of which has been the exposure to a marked increase in competition 
in offshore markets. The purpose of this paper is to outline the present situ- 
ation and to advance a number of possible solutions to the task of regaining 
export markets. 


Discussion 


The Decline in U.S. Exports.--Prior to World War Il, the United States 
was the world's leading exporter of fresh apples. During the 1930's, our ex- 
ports averaged about 10 million bushels annually. Western Europe was then, by 
far, our leading market. 


Now, the situation is drastically different. Instead of first position, 
the United States now ranks 16th in the order of world exporters. Instead of 
an annual average of 10 million bushels, U.S. exports of apples have averaged 
slightly over 2 million bushels in recent years (see table 8). 


Today, despite the fact that most of Europe is enjoying a high level of 
economic well-being, opportunities for furthering U.S. trade in apples to any- 
where near prewar levels have vanished completely because of the rapidly in- 
creasing trend toward self-sufficiency within the European market. 


The Emergence of France as a World Exporter.--One country in particular 
has dominated the European production and marketing scene--France. Beginning 


in 1959 and continuing through 1968, the French crop rose steadily without in- 
terruption, experiencing a growth rate of nearly 19 percent per annum. During 
the 4 most recent years (1968-71), its crop averaged 90 million bushels. 


Prior to the mid-1960's, France was a net importer of apples by a sizable 
margin. Suddenly, in about 1965-66, French exports rose sharply and each suc- 
cessive season since then has witnessed an increase. In the most recent season, 


1970-71, France moved 25.7 million bushels into export--representing nearly 30 
percent of its crop. 


Naturally, because of its strategic location, France has been able to pen- 
etrate the European market with almost unrelenting momentum during the fall and 
winter months. This, in turn, has resulted in a sharp displacement of the tra- 
ditional Northern Hemisphere suppliers to the European market, such as Italy, 
the United States, and Canada. The displacement effects can be effectively il- 
lustrated in the United Kingdom, a leading world importer and formerly the key 
European market for U.S. and Canadian apples, as shown in the following series: 
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Table 8.--U.S. export of fresh apples by area of destination 
seasons 1965-66 to 1970-71 


Season 


(July-June) Canada 
1965-6608 ores oa.8 Lylay 
ROOGG=G6 Feeeselerete chars G3 
196 726B eee a: 76h, 
NOCS=6 San tote eres 678 
1969-7 Olraegee etter: 9h9 
LO O= 7 eee eae 1,01 
1965-662 eaters «oS Po 
L.96G=6 [ecteretetees teks Lain 
1967-66 feces teres 2250 
1968-69 ciere viele eters: Bio 
1969 Oe wistatave Cane Sop 
19°70 = ssstolone cate Ee 


1,166 
25 
059 
516 
726 


522 


Latin 
America 1/ 


1,000 bushels 2/ 
957 
9h8 
58h, 
38h 
705 


500 


Percentage Ormtotall 


62.1, ie 
Ses 20.2 
49.6 ie 
28.6 2188 
Zed 26.3 
21,8 20.9 


1/ Latin American Republics only. 


2/ 2 lb. per bushel. 
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Other Total 
W3u 6,67), 
381 4, 683 
30 3,36 
22h Ig 802 
296 2,676 
335 2,399 
6.6 100.0 
sya! 100.0 

LOR: 100.0 

12.5 100.0 

EET 100.0 

13189 100.0 





United 


BeasOM ge ppcaces| =) (Canadas italy § © France 
Se co ec reine oe Percentage of total d/.----------~---- 
1962-63 30 L 34 3 
1965-66 oe 28 20 10 
1970-71 5 2 ae 64 


1/ Percentage of total imports into the United Kingdom 
from Northern Hemisphere countries. 


France's penetration of the export market has not been limited by any means to 
Europe alone. Rather, it has fanned out in many directions, and more recently 
into our last stronghold, the Latin American area. In Latin America, France 
has focused its attention on two key U.S. markets, Brazil and Venezuela. The 
following tabulation--based on U.S. and French export statistics--shows the up- 
ward tendency in France's exports to each of these markets, compared with the 
generally downward drift in exports from the United States. 


BRAZIL VENEZUELA 

United United 
Season France States France States 
Fo. Fi ee i OOGEb she let. eats = ae 
1966-67 --- of 3 458 
1967-68 6 33 104 274 
1968-69 393 5 D3 128 
1969-70 459 it 88 332 
1970-71 293 1 350 104 


jee 47 ei beeper bushels 


Although the volume is still relatively small, a number of other Latin American 
countries have shown up very recently as recipients of French apples. These 
include Panama, Costa Rica, Ecuador, and Nicaragua. 


Disparity in Ocean Freight Rates.--The charge is frequently leveled that 


France's penetration of the Latin American market has been facilitated by the 
existence of a subsidy. Repeated attempts to identify either the existence of 
nature of such a subsidy have been futile, however, The agricultural attaches 
in Venezuela, Brazil, and France are fully alerted to the problem and are in- 
structed to report any evidence or further suspicions. 
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An inquiry to the attache post in Caracas, Venezuela, in May of this year, 
reveals that the ocean freight rate of recent shipments of French apples to the 
Venezuelan market approximated about USS$0.95 to USS1.00 per carton. A response 
to a similar request to the agricultural officer in Sao Paulo reported an ocean 
freight rate for French apples, obtained from two independent sources, ranging 
between 90 cents and $1.00 per carton (20-22 kg. net). The Brazilian citations 
represented rates from Marseilles or Bordeaux to Rio de Janeiro or Santos. 


This is in sharp contrast to the conference rates applicable to U.S. fruit. 
For example, the conference contract rate to Venezuela was reduced this past 
shipping season from a "normal" rate of $2.15 per carton to’ a temporary rate of 
$1.94 per carton. The '"normal'' was resumed on April 1 of this year. As a 
further illustration of the wide disparity, the conference line serving Trinidad 
recently established a contract rate of $2.75 per package (not exceeding 2 cubic 
feet) to Port-of-Spain, Trinidad. 


Naturally, the relative position of the f.o.b. or f.a.s. price levels in 
France and the United States will, in large measure, dictate the direction in 
the flow of traffic to Latin America from one season to the next. The U.S. 
trade, however, is at an immediate disadvantage due to the disparity in ocean 
freight rates. Theoretically, aside from the quality factor, U.S. apples, in 
order to be perfectly competitive, must be priced below the French f.a.s. price 
to the extent of the disparity in ocean freight costs. Although Venezuelan 
importers have indicated a quality preference for U.S. apples, the difference 
in the relative prices is often too great to swing trade to the United States. 


Industry Attitudes and Prospective Markets.--The French invasion of the 
world market has fostered an air of pessimism with respect to the future of 


U.S. apple exports. With a large market here at home, the retreat from export 
has not been a overly painful one. It certainly can be said that we have pre- 
pared ourselves well for this retreat. All too often in the past, especially 

in years of short or even average crops, we have elected to stay at home by 
pricing ourselves out of the export market. From the standpoint of shortrun 
monetary returns, this perhaps was a more rewarding decision. But, at the 

same time, we have lost an important weapon which many of our competitors have-- 
continuity in export. 


Although U.S. exports have seldom achieved even 5 percent of the national 
crop over the past several decades, they have nevertheless at times injected a 
needed healthy tone to the market in those areas participating in export. With 
the prospect of further increases in our production plant in the immediate years 
ahead, the industry cannot affort to overlook any and every outlet. Exports 
are no exception. There appears to be a widespread consensus within the industry 
that prospects for increasing trade to Europe to anywhere near the pre-1965 lev- 
el are virtually nonexistent. With continuing heavy supplies of locally produc- 
ed fruit available at relatively low prices throughout Europe during the fall 
and winter, this is perhaps an accurate assessment. At best, we can only hope 
to supply a limited volume of certain varieties which Europe does not produce 
or cannot produce well, such as the Red McIntosh and Yellow Newtons. The entry 
of the United Kingdom into the European Community will only further an already 
intensive penetration on the part of France and Italy into the U.K market--one 
of the few European markets in which we have managed to maintain a limited vol- 
ume since 1965. 88 














Looking to the north, Canada has always been an important market for U.S. 
apples. Trade between the two countries in fresh apples has been on a two-way 
basis for many years, with intermittent shortages dictating the direction of 
traffic (fig. 3). Largely because of the sharp decline in our movement to for- 
merly key markets in Western Europe, Canada has become by far the No. 1 U.S. ex- 
port market, taking between 35 and 45 percent of our total exports in recent 
seasons. Opportunities to expand movement to this market beyond the volume of 
recent experience are virtually nonexistent, not only because Canada itself is 
a large apple producer but like the United States, it too is experiencing con- 
siderable difficulties in export. The virtual loss of the U.K. market to the 
French has dealt the Canadians a serious blow. 


Industry attitudes toward offshore markets other than Europe are much less 
unified. Some believe our potential in Latin America is just as hopeless as it 
is in Europe. Others believe to the contrary. All, however, agree that the 
Latin American market is a difficult one in which to operate. The obstacles to 
trade are many but not necessarily insurmountable in some cases. 


Nevertheless, Latin America is about the only market area in the world that 
offers some export opportunities at the moment. The Far East could some day 
assume a more important role, but this will depend to a large extent upon Japan's 
removal of its embargo on apple imports because of the codling moth. The 
Japanese so far have adamantly refused to take a more conciliatory position in 
this issue. 


The Japanese Problem.--Insofar as is known, the codling moth (Laspeyresia 
pomonella) (L) does not exist in Japan. U.S. records of interception from 
Japanese cargo, passengers' baggage, and air or vessel stores do not record 
codling moth from Japan. Experts believe that the sand pear imported into 
Hawaii from Japan in large quantities would surely have an occasional pest if 
the insect was present in Japan. Therefore, it is understandable that Japan 
refuses to permit importation of U.S. apples until there is substantial proof 
that U.S. apples will not contain live moth larvae. Codling moth larvae, par- 
ticularly diapause larvae, are extremely difficult to eradicate. The diapause 
larvae--the most resistant stage of the codling moth to standard fumigations 
which the apple will tolerate--have survived in environmental conditions to a 
minimum temperature of -18 F. However, preliminary research (Moffit, H.F., 
1971) indicates that fumigation with methyl bromide, followed by a controlled 
atmosphere storage for 90 days or more, shows promise as a means of eliminating 
live codling moth larvae from harvested apples. Means of eliminating codling 
moth larvae in apples after storage and in fiberboard packing materials also 
must be developed. Staff of the Plant Protection and Quarantine Programs, 
Animal and Plant Health Inspection Service (APHIS), also have recognized the 
need for this type of work and have requested research support to develop ef- 
fective eradication treatments for apples and pears. Other promising research 
work indicates the possibility of eradicating the codling moth from a given 
production area through sanitation and sterile insect release approach. Re- 
sults of this research will also apply to colding moth infestations of pears, 
stone fruits, and in-shell walnuts. 
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Distribution System to Tropical Markets.--Experience has frequently dem- 


onstrated that high handling costs and large losses are common in shipments to 
tropical markets because transportation, port receiving, and handling systems 
are either antiquated or grossly inefficient, or both. Apples and other fresh 
produce are handled manually many times and are frequently exposed to higher 
temperatures in these markets. This tends to result in excessive bruising and 
rapid quality deterioration. These inefficiencies and resulting losses tend to 
discourage shipments to such markets. 


Many improvements can be made in the distribution system to help overcome 
the effects of these shortcomings. If the export market is to be pursued, the 
correct procedures for packaging, handling, loading, and transporting apples to 
these tropical markets must be systematically developed. Innovative improve- 
ments that will make it possible to deliver apples in good condition to ports 
where handling and refrigeration facilities are inadequate demand special at- 
tention. Low-cost methods of unitizing packed shipping containers that will 
reduce the number of times boxes are handled individually are critically needed. 
For example, Canada is attempting to develop insulated pallets and bulk bins 
with blocks of dry ice as the refrigerant and atmosphere modifier for the ship- 
ment of apples to tropical markets (Canada Agricultural Research Station, 
Kentville, N.S.). 


Recommendations 


The following areas are offered for the industry's consideration in coping 
with the problems of expanding activity in the export sector. 


Market Intelligence Team.--Assuming there is industry unanimity that the 
export outlet must be pursued--either in Latin America or the Far East--one of 
the very first tasks of the industry should be simply to get the facts, i.e., 
assemble as much on-the-spot intelligence as is possible regarding the present 
and future potential of the Latin American or Far East markets for apples. To 
facilitate the implementation of this approach, the industry collectively should 
request the Foreign Agricultural Service to underwrite a project within the 
market development context aimed initially at the intelligence aspect. This, 
in turn, would provide a sound basis from which to launch a concerted effort to 
regain lost markets and to develop new ones. France itself might be a corporate 
part of an on-the-spot inquiry by the team. 


A basic stipulation should be that the project team be headed by top-notch 
talent from the industry who are intimately acquainted with international trad- 
ing practices. The scope of the initial investigation would be to identify the 
nature of our competition--what our competitors are doing to develop the market, 
their methods of selling and pricing, their distribution system, and what assists 
are being provided by the home government. Through this assemblage of facts, 
the U.S. apple industry would be in a much better position to judge what tools 
would be needed to effectively do the job in Latin America. 
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Organization for Export.--A review of recent history of horticultural ex- 
ports reveals that there have been a number of success stories. California- 
Arizona citrus and California almonds provide two examples of successful export 
ventures. The magnitude of their successes is not necessarily of key relevance 
at this point but, rather, their organizational characteristics. In both in- 
stances, the two industries are relatively localized and more importantly, the 
selling function is in the hands of a relatively few firms. And, in both, the 
export sector is well integrated into the overall operations. 


In contrast, the U.S. apple industry is widely scattered among some 39 
States. Grower operations in many instances are either too small or too distant 
from port facilities to justify an active interest in exports. Individually, 
they cannot do it alone. Collectively, however, the task of doing the job be- 
comes a more realistic possibility. 


In addition, a look at our competition in apple markets abroad reveals the 
export function in a number of countries is handled wholly or in part on a col- 
lective basis. For example, the Australian Apple and Pear Board was created 
many years ago primarily for the purpose of negotiating ocean freight rates and 
arranging shipping space on an industrywide basis. New Zealand goes a step 
further in that its Apple and Pear Marketing Board buys the fruit from growers, 
thus assuming the entire responsibility for selling and distributing the crop. 


One means by which the U.S. apple industry might strengthen its export 
position is provided by the Webb-Pomerene Export Trade Act of 1918. Basically, 
this law is designed to promote exports on a cooperative basis by permitting 
members of an industry to ban together through the formation of an export asso- 
ciation. A unique feature of the act rests in the provision for qualified ex- 
emptions from prohibitions of the Sherman Anti-Trust Act of 1890 (as well as the 
Federal Trade Commission and Clayton Acts of 1914). 


An association formed under the Webb-Pomerene Act is strictly a voluntary 
one and may not include a large part of the industry. The functions performed 
by the association can vary widely. Some purchase the products outright from 
their members and conduct all the remaining export functions. Others act only 
as agents for their membership. Some fix the price and terms and conditions 
of sale of their members' products sold abroad. Other functions as reported by 
associations to the Federal Trade Commission (the agency responsible for the 
administration of the act) include: 


Negotiating freight rates, cargo space, and shipping dates; and 
consolidating shipments; 


Preparing shipping documents and arranging for insurance; 
Standardizing products for export and improving the quality 
of offerings; maintaining inspection services, employing 


claims agents, and settling disputes over export sales; 


Obtaining and selling goods of producers outside of the 
association, in order to fill the association's export orders; 
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Collecting and disseminating trade information as to 
market conditions abroad, foreign credits, stocks 
available for export, exchange situations, tariff require- 
ments, and_shipping rules and regulations. 


In view of the industry's present low-volume status in export as well as 
the imminent probability of further production increases in the offing, it 
would appear that the U.S. apple industry might well wish to explore the feasi- 
bility of establishing an export association under the Webb-Pomerene Act. 


Conceivably, there are a number of distinct advantages that might accure 
to the apple industry from such an association. By virture of being able to 
command a larger volume, the industry would be in a much better negotiating 
posture with respect to ocean freight rates and shipping space, possibly 
through contracts with nonconference lines. Furthermore, it would provide an 
opportunity for the small grower to participate in export. Again by virture 
of its command of greater volume, the association could service large orders 
which call for individual shipments over an extended period of time; and, last 
but not least, it could strengthen the industry's negotiating position with 
foreign buyers not only through a reduction in the number of U.S. sellers but 
also through the possibility of greater continuity in a given market. 


The Export Subsidy Issue.--The charge has been frequently leveled that the 
French are subsidizing their fruit exports to Latin America in one form or 
another. However, attempts thus far to uncover the actual existence or nature 
of any such subsidy have been futile. Nevertheless, many within the U.S. apple 
industry are of the opinion that a subsidy is today the only effective means of 
combating competition in Latin America. Admittedly, there are a number of valid 
reasons to support the use of an export subsidy but at the same time a host of 
reasons can be advanced in opposition to such a practice. At this point, there- 
fore, it might be well to outline the arguments on both sides of the issue. 


One argument in favor of a subsidy is that it provides a direct means of 
"fighting fire with fire.'' If France is employing a subsidy, then the adoption 
of one of our own would place us on a more or less equal footing competitively 
in Latin America. Aside from the French question, the proponents cite the fact 
that the conference rates applicable to U.S. exports are among the highest in 
the world. They charge that the U.S. Government has failed to effectively 
challenge the upward spiral in such rates over the last 5 to 10 years and in- 
dividual efforts on the part of the industry to contest the rate increases 
have been to no avail. Therefore, they contend that a subsidy is the only means 
of compensation to counter the inflationary rate increases. 


On the other side of the issue, the argument can be advanced that a sub- 
sidy, although it provides an element of continuity in export, is all too often 
viewed as a panacea; and because of this, its mere presence tends to postpone 
the active pursuit of a more enduring basis for the expansion of trade. Also, 
we have no way of knowing how a host market country will react to the use of 
an officially announced subsidy. It could conceivably take steps to counter 
the effectiveness of the subsidy through countervailing duty actions or an out- 
right embargo. Furthermore, if the suspicions that the French subsidy to Latin 
American are ill-founded, the French would not likely hesitate one moment to 
make an international case out of our action. 
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Another argument against employing a subsidy is that is would not be con- 
sistent in dealing with the import problem currently facing us on both fresh 
apples and concentrated apple juice where the possibility of some form of as- 
sistance may be used by the exporting country. Hence, there is a lack of con- 
sistency in our policy. On one hand, we advocate a subsidy on exports; on the 
other, we abhor the subsidy on imports. 


In view of the above arguments, the industry might be well advised to pur- 
sue the subsidy issue with caution. The reasons for our declining role or lack 
of participation in the Latin American market appear to be based more on hearsay 
evidence rather than on a careful objective analysis of facts. It is suggested, 
therefore, that before the industry pursues the active employment of a subsidy, 
it should first seek to get the facts, explore the alternatives, and then make 
an appraisal as to what it would cost to do an effective job in Latin America. 
Industry efforts and attitudes in the past toward the development of the Latin 
American market have been, at best, highly fragmented. Regionally, there have 
been marked differences in attitudes. On the surface, it is apparent that as 
individuals we have failed. Collectively, the story might be different. 


In this respect, it is believed that, as suggested earlier, the formation 
of a market intelligence team, composed of highly competent industry personnel, 
would mark a first but important step in a concerted industry drive to determine 
and guide our future role in Latin America. 


Removal of Foreign Trade Barriers.--The industry should, preferably through 
a central organization, continue to press the U.S. Government to intensify its 
efforts toward the removal of illegal trade barriers which exist today in many 
parts of the world. This action can be accomplished through the Department of 
State and the Office of the Special Representative for Trade Negotiations. 


A host of barriers of long standing have existed in a number of the Euro- 
pean countries. It has been argued that the removal of such barriers in the 
European area would be largely academic. Currently, this is probably so. How- 
ever, the oversupply prcblem in Europe over the past 5 years has been a painful 
one, low returns to growers are widespread, and costly Government interventions 
to remove surplus supplies have become a persistent necessity. The need for an 
adjustment in the European production plant has already become a critical issue. 
Within the European Community, a bounty for tree removals has been made avail- 
able to growers. In Italy, long the leading apple producer in Europe, sizable 
quantities of surplus apples have been directed to the distillation of alcohol, 
an outlet of extremely low returns. 


With the distinct possibility of a readjustment in European output, the 
absence of trade barriers, if and when such a readjustment occurs, would facil- 
itate again our participation in that market area, or at the very least, it 
might have the indirect effect of removing the pressures on the French pursuit 
of markets beyond the European frontier. 


The industry should also press for an immediate solution to the long-stand- 
ing Brazilian problem. An exorbitantly high tariff as well as a wide array of 
import charges have plagued the development of the Brazilian market for U.S. 
apples. Efforts started several years ago to reduce the Brazilian tariff to a 
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more reasonable level have so far been nonproductive. (The same problem is ap- 
plicable to U.S. exports of fresh pears.) Brazil and Argentina are both members 
of the Latin American Free Trade Association (LAFTA). By virtue of this member- 
ship, Argentina--an important producer and exporter of apples--has been instru- 
mental in persuading the Brazilian Government to refrain from granting a 
permanent tariff concession. Although the United States has asked for a conces- 
sion during that part of the year when Argentine supplies are seasonally low or 
nonexistent, Argentina stubbornly refuses on the grounds that the lower duty on 
apples would only help France and not the United States. Although the volume 
from France has far exceeded that of the United States in recent years, this 
does not necessarily mean that the French will continue to have a permanent hold 
on the Brazilian market. The adoption of a program to make the United States 
more competitive could conceivably reduce France's role in that market. The 
overriding issue should be that the excessively high Brazilian tariff is effec- 
tively curtailing the consumption of apples in that market. 


Codling Moth Research.--The industry should seek to have more governmental 
funds and manpower directed to the eradication of the codling moth. Although 
some work is now being carried on in this field, it has been quite limited. 


Improvements in the Distribution system.--Research should be directed to 


improvements in the distribution of U.S. fruits to tropical or semi-tropical 
markets. This would encompass the development of more efficient and functional 
packaging, handling, and transport systems. 


A Review of U.S. Import Control Measures 


Expressions of industry concern over imports of both fresh and processed 
apples have been frequent and widespread. Suggestions as to precisely how the 
industry can collectively cope with the import problem, however, have been few. 
As in any competitive situation where foreign supplies are involved, there are 
three general alternatives: (1) Terminate or reduce operations; (2) effect 
further cost savings so as to become more competitive, thereby reducing the 
attractiveness of imports; and (3) resort to legislation, through either the 
employment of existing remedial measures or seeking new legislation. 


Alternative (1) must, of course, be a last resort. Alternative (2) is 
particularly difficult in an advanced industry already plagued by inflationary 
pressures within the domestic economy. Alternative (3) is inherently an almost 
immediate target. Here, the clamor from the industry is for the Government to 
do something--imports simply must be stopped. But the cold fact is that most 
of the legislative provisions enabling import relief are such that the action 
must be initiated by the industry itself. The Government can neither decide 
nor initiate action on an industry's behalf. 


A number of legislative measures have been enacted over a period of years 
by which an affected industry can seek relief from imports. The successful ap- 
plication of import restraints provided through such measures, however, has been 
limited, particularly in the area of horticultural products. Efforts to seek 
relief have been, and continue to be, stymied for a variety of reasons, the more 
important of which are described in the following. 
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In some instances, the requirements under the specific law, and as inter- 
preted administratively, are too stringent to qualify for relief. The adminis- 
trative interpretations appear to be entirely in keeping with the free trade 
concept. The so-called "escape clause" provisions of the Trade Expansion Act 
of 1962 and earlier versions of this law provide an excellent illustration. 
Section 301 of this act permits any interested party to apply to the U.S. Tariff 
Commission for an investigation to determine whether, as a result in major part 
of a trade agreement concession, imports are entering the United States in such 
increased quantities as to cause or threaten to cause serious injury to the 
domestic industry. If it is found that imports cause or threaten to cause seri- 
ous injury to the industry, the President may increase the import duties or 
impose import quotas to protect the industry. 


Under the Commission's procedures employed in a Section 301 investigation, 
three individual points must be satisfied collectively for a successful verdict. 
These points are: 


1. Imports are increasing; 


2. The increased imports are, in major part, a result of a 
trade agreement concession; and 


3. These increased imports are causing or threatening to 
cause serious injury to the industry. 


A review of the cases brought before the Tariff Commission indicates that it 
has been a rarity for the petitioning industry to meet all three points collec- 
tively. All too often, an industry faced with an import problem finds that 
Section 301 is about the only legislation available that offers any possibility 
for relief. But here, attempts to prove that the increased imports result in 
major part from a previous trade agreement have been a frustrating undertaking. 
Up to the present time, the Commission's majority rulings tend to discredit 
historical concessions as being the compelling force behind the increased im- 
port activity. 


Futhermore, the interpretation of two key words--"injury" and "threat"-- 
is of critical importance to the success or failure of any such petition for 
relief. The word "injury" has without question a multitude of connotations. 
To some, injury can only be shown in profit-and-loss statements. To others, 
the entry or exit of firms into a given industry is the real criterion for 
measuring injury. And to still others, the displacement of labor is a vital 
measurement. Thus, with such wide latitude of interpretation, it is not sur- 
prising for a panel--operating without well-defined criteria--to come up with 
a majority finding of no injury, even through the reasons for a "no injury" 
finding may differ widely among the panel's members. 


Likewise, the word "threat" is an elusive one. There is an extremely wide 
divergence of opinion between industry and Government as to just what constitutes 
a threat. To those in an affected industry, the mere fact that imports are in- 
creasing, regardless of their magnitude, constitutes a threat. In Government 
circles, however, the definition appears to be much more qualified. To some, a 
threat can only be measured when there is concrete evidence of injury. The 
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latter, in turn, takes on connotations similar to those previously described 
for the injury concept. The extremists in the nonprotectionist camp appear to 
assume a position that the mere dazing of the victim with body blows is not 


enough. Rather, the countdown toward total defeat must already be well in pro- 
gress. 


In other instances, the legislated criteria tend to be discriminatory in 
application. Section 303 of the Tariff Act of 1930, for example, provides for 
the imposition of a countervailing duty on dutiable imports that have received 
an export bounty or grant. Thus, those commodities whose statutory rates were 
reduced through subsequent trade negotiations to a "zero" status are not en- 
titled to seek relief under this statute. Fresh apples and concentrated apple 
juice are among such commodities precluded. 


In still other statutes, the maximum relief provided for is wholly inade- 
quate to place an effective brake on imports. Although it may have been fully 
adequate when the legislation was originally conceived, the applicable relief 
under today's standards would be of little or no utility. An example may be 
found in Section 336 of the Tariff Act of 1930. 


Section 336 calls for import fees to equalize differences between foreign 
and domestic costs of production. Theoretically, this legislation seemingly 
strikes at the very core of the dilemma now facing the U.S. horticultural in- 
dustry. Although many cost-saving innovations have been adopted over the past 
5 to 10 years, they have not been sufficient by any means to overcome the very 
distinct advantage held by many of our foreign competitors from the standpoint 
of labor costs. Examination of the requirements specified in Section 336, how- 
ever, immediately injects a stopping point. The first limiting condition is 
that the commodity must be one for which the statutory duty rate (as established 
for the most part under the Tariff Act of 1930) is still the applicable rate; 
i.e., it excludes a commodity for which the statutory rate has been reduced in 
subsequent trade agreement negotiations. 


The second limiting factor in the Section 336 provisions rests in the mag- 
nitude of the relief permitted. The relief is solely in the form of an increase 
in duty but the maximum increase is limited to 50 percent of the statutory rate. 
Under existing conditions, a 50-percent increase would be, in the majority of 
cases, grossly inadequate to offset the now prevailing disparity in the produc- 
tion costs between foreign and domestic producers. Conditions existing at the 
time the statutory rates were conceived were entirely different from those pre- 


vailing currently. What was then considered adequate protection for domestic 


producers is no longer the case due to the spiraling inflation in both labor 

and other production costs. Today, wages paid to agricultural workers in this 
country on an hourly basis equal or exceed a full day's wage in many other areas 
of the world. 


Looking still further into the legislative spectrum, we can find another 
extreme. In contrast to the very stringent requirements of the import measures 
just described, there are a number of laws that are either wholly or almost 
completely void of criteria for relief. In these instances, administrative in- 
terpretation is naturally given considerable leeway. But, here again, we find 
the interpretation tends to be on the nonprotectionistic side. 
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Section 204 of the Agricultural Act of 1956 provides an excellent illustra- 
tion. This section permits the President, "whenever he deems such action appro- 
priate," to negotiate with foreign governments in an effort to obtain agreements 
limiting the export to the United States of any agricultural product or products 
manufactured therefrom. Implementing regulations may be issued and if a multi- 
lateral agreement is concluded covering a significant part of world trade, the 
regulations may be applied to nonparticipants. 


This enactment is thus obviously unique from most other legislation in that 
it provides no substantive criteria by which relief action can be pursued. The 
phrase, "whenever he deems such action appropriate,'' can be construed as the 
only exception. Noticeably absent are the words "injury" and "threat." 


The absence of legislated boundaries thus permits considerable latitude 
for administrative interpretation. On the basis of recent history, it appears 
that the interpretations are strongly reflective of the free trade concept. A 
number of industries, plagued by the problem of increasing imports, have enter- 
tained seeking relief through the Section 204 route. But they have been dis- 
suaded from doing so. Despite the fact that imports may already represent a 
highly significant part of total U.S. marketings, these affected industries 
have found that neither this nor the very apparent threat of more to come is 
sufficient grounds to win administrative approval. Unless the industry is able 
to marshal concrete evidence of injury, Section 204 appears to offer no possi- 
bilities for relief. The accepted presence of a threat itself is simply not 
enough. 


On the basis of the foregoing review, it appears that the existing legis- 
lation and the administrative interpretation thereof make it exceedingly diffi- 
cult for an affected industry to obtain import relief in any governmental forum. 
All too often the absence of publicly declared criteria under which various 
statutes may be invoked leads the affected industries to rely on their own in- 
terpretations, or that of their legal counsel, of the language of the statutes 
or as they are further able therewith to develop political support to achieve 
a more tolerable interpretation administratively. 


If precise criteria were made known, either within the legislation itself 
or administratively, this would "clear the air'' immeasurably, tending to arrest 
the loss of motion, time, and finances in the pursuit of import relief as well 
as a loss of faith in government processes. 


Another disruptive force of more recent vintage has been the growth in 
consumerism. The inflationary spiral which has plagued this country for so 
many years has in itself generated a much more cohesive force within the family 
of American consumers. Consumers as a group have become a great deal more 
united in voicing their concern with respect to the rising cost of their food 
bill. Today, we find that consumerism weighs heavily in the halls of Congress 
and perhaps equally so within administrative circles. Any action, attempted or 
otherwise, designed to curb imports means only one thing to the American con- 
sumer--higher prices. The voice of a small industry, whose very survival is 
being threatened, is seldom heard in the consumer forum. This only compounds 
the dilemma facing the U.S. fruit grower who too is a victim of the inflation- 
ary spiral. 
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Fresh Apples: The Import Problem 


Problem 


Fresh apples have long been imported into the United States. Until re- 
cently, most of these imports originated in Canada. About 1968, however, a 
number of the apple-producing countries of the Southern Hemisphere--plagued by 
the increasing uncertainties of their once lucrative European market--were be- 
ginning to show an active interest in the North American market. Moderate 
gains have since been posted in each successive year. Although the Southern 
Hemisphere volume so far is still only a very small part of our total annual 
supply, it has nevertheless fostered increasing concern due to the conflict 
with U.S. marketings from CA storage in the spring and early summer as well as 
the new crop of summer apples. 


Discussion 


Market Disruption in Europe.--France's dramatic growth in production and 
its deep penetration of the European market have caused much concern and seri- 
ous reappraisal on the part of the traditional suppliers to that area. The 
situation has been especially critical for the Southern Hemisphere countries-- 
Australia, New Zealand, South Africa, Argentina, and Chile--who historically 
have been vitally dependent upon the European market. About 90 percent or more 
of the annual exports from Australia, New Zealand, and South Africa tradition- 
ally moved to Europe, whereas Argentina and Chile depended on the European 
market taking two-thirds or more of their respective exports annually. Because 
of the acceleration in storage capacity to accommodate the larger European crops, 
the once profitable market for Southern Hemisphere apples in the late spring 
and early summer has faded considerably. 


A further disruption to Southern Hemisphere marketings in Europe rests in 
the fact that the United Kingdom--long a key market for the Commonwealth sup- 
pliers (Australia, New Zealand, and South Africa are accorded duty-free treat- 
ment)--is now in the process of becoming a member of the European Community. 
All three of the Southern Hemisphere suppliers now stand to lose the Common- 
wealth preference and be subjected to the EC's import tariff which presently 
ranges between 8 and 14 percent, c.i.f. basis. 


Participation in U.S. Market.--Recognizing the continuation of heavy sup- 
plies locally in Europe and the attendant threat of increased protection in 
that area, the Southern Hemisphere suppliers have been casting about for new 
markets. The North American market has not escaped their attention. Beginning 
about 1968, Southern Hemisphere participation in the U.S. apple market increas- 
ed appreciably. As can be noted from the following series, imports have since 
gained some momentum. 


ug 


1,000 boxes 
Year (42-1b. equivalent basis) 


1965 69 
1966 7 
1967 70 
1968 169 
1969 29) 
1970 288 
1971 Sa 


Australia, New Zealand, and to a lesser extent, South Africa have been the 
principal Southern Hemisphere suppliers. Such imports generally begin in about 
March or April and continue in heavy volume through the early summer, a time at 
which our own apples are normally undergoing their peak movement from controlled- 
atmosphere storage and are also enjoying their best market from the standpoint 

of price. A portion of the Southern Hemisphere supplies also coincide with the 
early marketings of summer apples. 


Australia's Apple and Pear Stabilization Scheme.--In 1971, Australia launch- 
ed a new marketing plan--known as the Apple and Pear Stabilization Scheme--for 


"risk" fruit moving into export, which, in effect, appears to be a subsidy. 
Under this scheme, a support price is established, by varieties, for fruit shipp- 
ed on a risk basis, i.e., shipments on consignment, for sales afloat, or on 
consignment against a guaranteed advance. If the season average returns for a 
given variety fall below its support price, a payment is to be made from a sta- 
bilization fund. If the average returns exceed the support price, then the 
owner is obligated to make an assigned payment to the fund. A determination 

as to whether payments are to be made from the fund cannot, of course, be made 
until the entire shipping season has concluded since payment is contingent on 
the position of the overall average returns from all markets for the entire 
season. Thus, if the Australians were to make random shipments of the Granny 
Smith variety to the U.S. market during a given season, all of which reflected 
a price below the support level, it will remain unknown whether such shipments 
are eligible for a support payment until the shipping season has concluded. 
Thus, it will be a determination "after the fact.'' In the meantime, the damage 
has been done. 


In late May 1972, the Government of Australia released the details on pay- 
ments from the stabilization fund covering operations in 1971. The amount of 
risk fruit shipped in 1971 totaled 7.4 million bushels. Because this volume 
exceeded the limitation under the scheme, the unit payment from the fund had to 
be reduced accordingly--to about 56 U.S. cents per bushel. In this instance, 
the Commonwealth Government provided the total amount of the payments--US$3.1 
million--to the Apple and Pear Board for distribution to the owners of the 
fruit. The unit payment was made only on apples since the average varietal 
returns for pears were generally higher than their respective support prices. 
Consequently, most pear varieties as well as a few varieties of apples were 
subject to "pay-ins" to the stabilization fund. These totaled only US$139,162. 
The individual "pay-outs" on apples ranged from a high of 56 U.S. cents (ap- 
plicable to Granny Smiths, the key variety shipped to the U.S. market) to a 
low of 12 U.S. cents: 
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Normally, in the case of foreign subsidies, a U.S. industry could seek to 
impose countervailing duties on the imported item under Section 303 of the 
Tariff Act of 1930. The tomato canners in California, for example, have been 
successful in employing the provisions of this statute on three occasions 
(imports from Italy, France, and Greece). No legal counsel has to be employed 
to pursue such relief nor does "injury" or "threat" need to be proven. However, 
the law requires that the imported item must be a dutiable one. The J.S. import 
duty for fresh apples (as well as apple juice) was reduced to a zero status 
during the Kennedy Round negotiations. Hence, apples are not eligible for re- 
lief under this statute. 


Reciprocity of Trade Opportunities.--As late as the Kennedy Round negotia- 


tions, the U.S. apple industry was a staunch advocate of the principle of free 
trade and actively supported, through the U.S. National Fruit Export Council, 
the Government's drive to attain this goal. This attitude was manifested in 
the Kennedy Round trade negotiations when the U.S. import duty on fresh apples 
(and apple juice) was reduced to a zero status. 


The recent upsurge in the importation of fresh and processed apple products, 
however, has made the U.S. industry very mindful of the fact that reciprocity of 
trading opportunities does not exist in the apple-supplying countries of the 
Southern Hemisphere. Although the volume would not necessarily be large, our 
apple industry believes some marketing opportunities exist in these countries 
during their off-season. In contrast to the unimpeded access to the U.S. market, 
most of the Southern Hemisphere countries employ one or more devices that effec- 
tively prohibit imports of apples from the United States. Although most trading 
countries of the world have agreed in the forum of the General Agreement on 
Tariffs and Trade (GATT) not to use plant quarantine regulations as a trade 
barrier, there is considerable suspicion that some of the Southern Hemisphere 
countries use the quarantine regulations as an effective excuse for prohibiting 
competition from foreign suppliers within the home market. 


In Argentina, tariffs are in themselves a real impediment to market access. 
The Argentine system imposes an import duty of 70 percent ad valorem on all non- 
LAFTA countries, a 1% percent statistical tax, and a prior deposit requirement 
of 40 percent. The possibility that U.S. fruit could meet Argentina's plant 
quarantine regulations does exist, but due to the excessively high duty, there 
has been no export activity to test these regulations. 


In Chile, all imports of fresh noncitrus fruits (except bananas, plantains, 
coconuts, and dates) are prohibited under the local plant quarantine regula- 
tions because of the oriental fruit fly. Insofar as the United States is con- 
cerned, this insect is known to exist only in the State of Hawaii. Despite the 
fact that Hawaii is considerably distant from the nearest U.S. pear-producing 
area, fruit suppliers from the entire United States are blanketed by the Chilean 
prohibition. 


Australia prohibits the entry of fresh apples from the United States because 
of fire blight. Fire blight affects branches, leaves, blossoms, and fruit spurs, 
but seldom attacks the maturing fruit. It is highly unlikely that clean fruit, 
free of limbs and twigs, would be a carrier of fire blight. 
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The position of South Africa is reflected in the recent attempts of the 
Canadians to enter that market. Reports indicate that Canadian apples have 
thus far been denied access because of the possibility that their fruit may 
have European red mite infestations. 


New Zealand is the only Southern Hemisphere supplier that now permits the 
importation of U.S. apples. After a series of attempts extending over a period 
of years, New Zealand modified its plant quarantine regulations to permit the 
entry of U.S. apples. As result, a small volume was exported to New Zealand 
this past season. 


Recommendations 


The following suggestions are offered for the industry's consideration in 
dealing with the import problem. 


Legislative Needs.--Specifically, two general approaches are recommended 
in the area of legislative needs. The first would involve seeking amendments 
to existing legislation; and the second, seeking legislation designed to be 
more responsive to the type of problems now facing not only the apple industry 
but other horticultural groups. The specific recommendations within each of 
these categories are outlined below. 


Amendments to Exisiting Legislation 


1. Section 303 of the Tariff Act of 1930, as amended, provides for the 
imposition of a countervailing duty on any dutiable imports that are subject to 
an export bounty or grant. An amendment should be sought to provide for the 
deletion of the requirement that the imported article be a dutiable one. 


The justification for such an amendment is that present law is discrimina- 
tory between dutiable and nondutiable items. Fresh apples and concentrated 
apple juice, for which the duty rates were reduced to a zero status during the 
Kennedy Round negotiations, are thus precluded from Section 303 procedures. 
Although the rates prevailing prior to the Kennedy Round were minimal, their 
retention nevertheless would have made these items eligible. 


If such an amendment was accomplished, it would provide grounds for the 
industry to seek remedial action on the adverse effects of Australia's Apple 
and Pear Stabilization Scheme. 


2. The Anti-Dumping Act of 1921 permits an industry to petition the 
Secretary of the Treasury for a ''dumping"” investigation whenever the industry 
has evidence to the effect that foreign merchandise is being imported into the 
United States at less than its fair value. Should the investigation confirm 
the industry's charge, the case is then referred to the Tariff Commission for 
a determination of injury or the threat thereof. 
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Although the Tariff Commission is required to reach a verdict within 90 
days following the Secretary of the Treasury's findings, the Treasury Depart- 
ment is under no such time limitation. In fact, some of the investigations 
made by the Treasury have embraced an unduly long period of time. When relief 
is finally previded it is often too late to be of any use. It is, therefore, 
recommended that the industry seek an amendment to the Anti-Dumping Act of 1921 
to limit Treasury's investigation to a time period. 


3. The horticultural industry should seek an alternative to the "escape 
clause" provisions as presently embodied in Section 301 of the Trade Expansion 
Act of 1962. A requirement of this Section--that the increased imports are, 
in major part, a result of a trade agreement concession--has been a major imped- 
iment toward the attainment of a favorable finding under the statute. 


Although the reduced duty provided through a trade agreement concession 
may have been an initial factor in the increased import activity, there are, 
perhaps, more compelling factors in most instances. For example, the sharp 
differences between U.S. and foreign wage rates in the horticultural area would 
be a much more compelling force. The industry should strive to have these more 
potent factors incorporated as criteria into the statute. 


New Legislation 


Unlike the industrial area, horticultural and other agricultural pursuits 
are exclusively subjected to the vagaries of weather. Once the tree is in the 
ground, its productive capacity from one year to the next is, in large measure, 
at the mercy of weather. Experience has frequently demonstrated that any pre- 
season strategy toward improving market access as well as current investments 
in the oncoming crop can be destroyed virtually over night. Oftentimes, the 
magnitude of supply cannot be determined with reasonable certainty until harvest 
time. Under such conditions, the supply management function becomes a most 
complex and variable one. 


To compound this uncontrollable supply problem, another serious uncertainty 
recently has been injected into the apple marketing picture. The emergence of 
imports into this country from the Southern Hemisphere is now a new force to be 
reckoned with. Although the volume is still relatively small and its effects 
have so far been localized, there are no indications that it will remain so. 

The reception of this fruit in the United States has been enthusiastic and the 
Southern Hemisphere suppliers are actively addressing themselves to the further 
exploitation of the North American market. 


To the U.S. apple marketer, the import threat adds an entirely new dimen- 
sion to his marketing problems. A good marketing manager must have his sales 
strategy well planned by harvesttime in the fall. At that time, however, he 
has no knowledge of what to expect in the way of import activity during the 
latter half of his traditional marketing season. Crop conditions in the South- 
ern Hemisphere are then too imperfect to judge the probable magnitude of compe- 
tition. His only assurance is that there will be imports. 
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Solutions, if they are to effectively cope with this impasse, will have to 
come through the legislative route. Unfortunately, there are no statutes cur- 
rently on the books that realistically address themselves to a "threat." In 
some existing statutes the word "threat" is mentioned but in a vague and almost 
futile association with the word "injury." Administrative interpretation has 
consistently refused to accept a threat in itself as a decisive determinate for 
relief. Foreign suppliers, fully cognizant of the inadequacy of our legislative 
measures and the long history of administrative denial, move assuredly with a 
seemingly everlasting green light. K 


The U.S. horticultural industry should address itself now and aggressively 
to the task of seeking legislation that will be more responsive to the existence 
of a threat. What appears to be most needed is a statute that will spell out 
well-defined criteria and benchmarks, leaving little latitude for administra- 
tive interpretation. This should provide a clear signal to foreign suppliers 
that a speed zone lies immediately ahead. Once imports have reached a prede- 
termined point, a control mechanism of some sort should be triggered automati- 
cally. 


It is not intended at this point to spell out the details of any control 
mechanism. This is something that the industry and the Congress must jointly 
work out. However, if the fate of earlier import control bills is to be avoid- 
ed, certain guidelines should be followed. The controls should be lenient 
enough so as not to alienate the American consumer and at the same time to keep 
the domestic entrepreneur from becoming overly ambitious pricewise. Yet the 
controls should be stringent enough to provide a respectable notice to foreign- 
ers that there is now a limitation to their ambitions in this market. 


Market Intelligence.--Naturally, a heavy volume of imports can result in 
moderate-to-serious disturbances to our own marketings. Uncertainties as to 
timing and quantities, as well as to what markets the Southern Hemisphere sup- 
plies are directed, can adversely affect prices and movement of our domestic 
storage supplies during the winter and spring months. 


In order to alleviate or at least minimize these disturbances to local 
marketings, the Fruit and Vegetable Division of the Foreign Agricultural Ser- 
vice (FAS) initiated a monitoring system to obtain advance information through 
the agricultural attaches stationed in the five Southern Hemisphere posts. In 
1970, a two-phase system of reporting was launched. First, the agricultural 
attaches in each of the Southern Hemisphere supplying countries were instructed 
to obtain as soon as possible, in advance of the marketing season, the total 
amount targeted for the U.S. market during the new season and, if possible, 
the planned volume by time periods and market destinations. 


The second phase of the reporting system related to shipments within the 
marketing season. Here, the agricultural attache was instructed to cable 
Foreign Agricultural Service (FAS/Washington) the identity of all individual 
shipments as they occur, that are destined for the United States, including 
such information as the date and port of exit, name of the vessel, quantity, 
port of destination, and estimated time of arrival. As soon as this informa- 
tion is received, it is relayed to marketing organizations within the U.S. apple 
industry. Through this means it is believed that domestic marketers are in a 
better position to plan their marketing strategy and policies. 
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The reporting program described above has worked well in all countries 
with the exception of Australia. Although the Australian Apple and Pear Board 
has cooperated reasonably satisfactorily with respect to the projected exports 
for a given season, the identification of all individual shipments as they are 
made within the course of the shipping season has not been fully satisfactory. 


It is, therefore, recommended that a high-level approach be made to the 
Australian apple industry to secure its cooperation in providing a complete 
identification of individual shipments as they occur. Similar approaches 
should also be made to the other Southern Hemisphere supplying countries to 
again emphasize the critical need for a comprehensive monitoring system. 


Concentrated Apple Juice: The Import Problem 
Problem 


The rather sudden growth in the U.S. demand for concentrated apple juice 
over the past few years has stimulated considerable interest in the production 
of this item in the United States. When this demand first emerged, foreign 
suppliers were by far the primary beneficiaries because they stood ready with a 
supply at an attractively low price--a price that would reflect little or nothing 
in the way of returns to the U.S. grower. Though market prices have since ris- 
en appreciably, the future role of imports still remains a threat to the viable 
participation of U.S. growers in the newborn demand for concentrate. 


Discussion 


Recent Import History.--Imports of juice into this country have risen dra- 
matically in recent years. During the 1970-71 season (July-June), imports 
reached an alltime high of 27 million gallons (expressed on a natural juice 
equivalent). This marked an eightfold increase over the volume of only five 
seasons earlier. It is already an accomplished fact that imports thus far in 
the current season will set another new record. For the first 10 months of 
1971-72 (July-April), shipments totaled 29.7 million gallons, 44 percent ahead 
of the pace of a year earlier. The performance for the current season (through 
April) is equivalent to about 8.3 million bushels, which, in turn, is nearly 
equal to the combined 1971 apple crop in the States of Illinois, Indiana, and 
Ohio (see fig. 4). 


The momentum in import activity stems in large measure from the sharply 
increasing popularity of a relatively new product, apple wine. A recent re- 
view of the import manifests revealed that a very high proportion of the im- 
ports was being directed to domestic wineries. The production of apple juice 
for the retail market has also shown a marked increase over the past few years. 
Most, if not all, of the imports are believed to be in concentrated form, gen- 
erally ranging between 70 and 75 degrees Brix. 


Although there have been a large number of foreign suppliers participating 
in the U.S. market (18 currently), three countries accounted for 80 percent of 
the imports in 1970-71; namely, Switzerland, France, and Argentina. Among the 
more important remaining suppliers are Austria, Greece, West Germany, and South 
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Growers' Returns and Market Prices.--Until very recently, the juice outlet 
has been one of rather persistently low returns to growers. Deliveries to this 
outlet consisted largely of apples rejected for other uses, such as the fresh 
market or the other more remunerative outlets within the processing family. 
Unlike some areas elsewhere in the world, few, if any growers in this country 
produce apples primarily for juice. Rather, they have geared their operations 
to the fresh market or to canning and freezing. 


When the demand from California wineries for apple concentrate suddenly 
emerged, foreign supplies were there to meet this demand at an attractively low 
price--a price that would reflect little in the way of a return to our growers. 
In the early months of 1971, prices for imported concentrate (c.i.f., eastern 
seaboard) varied between $1.55 and $1.95, depending on the degree of concentra- 
tion, with most of the quotations around $1.80 per gallon. According to informed 
Sources, this would have reflected a grower price of $10.00 or less per ton. 
Although a number of U.S. processors were then producing concentrate, it was 
impossible to acquire raw fruit at this price, which in itself would not even 
begin to return the grower his cost of production. 


In the late fall of 1971, prices for the imported product began to move up- 
ward, to around $2.25 per gallon. And, by late March of the following year, 
the market had climbed to $3.75 per gallon. Apparent shortages in foreign sup- 
plies and the continuing high demand from local wineries were largely responsible 
for this sharp upward movement in price. 


The Future of the Concentrate Market.--Naturally, the sudden healthy tone 
to the juice market has generated interest anew in this country. Established 
concentrators began scrambling for raw fruit held in storage and a fairly large 
and widespread number of groups are now exploring the feasibility of establish- 
ing or adding to processing facilities. And one of the largest wineries in 
California has already acquired a sizable tract of land for new plantings. 


The question immediately arises as to whether the popularity of apple wine 
will continue. Some believe it will have a short life cycle; others maintain 
the opposite view. The fact that one of the largest users of concentrate is 
planting its own orchards suggests to some, faith in the longevity of the pro- 
duct. 


Should the popularity of apple wine continue, then a second question arises 
as to the future price level of imported concentrate. There are fragmentary 
signs in a number of European countries that because of low returns, the produc- 
tion of juicing apples is declining. On the other hand, there are signs that 
a number of countries--notably Argentina, New Zealand, and Australia--are ac- 
tively focusing more attention on the juicing sector. Nevertheless, a return 
to the price level that existed in early 1971 would economically deny the U.S. 
apple grower, as he now operates, full-scale access to the juice macket. His 
present cost structure simply would not permit him to do so. 


Should a grower choose to produce exclusively for the juice outlet, it is 
entirely conceivable that certain costly cultural functions, so inherent in pro- 
ducing for the fresh market or for canning or freezing, could be reduced or e- 
liminated. Inhibitions with respect to size and color would largely disappear. 
And, importantly, such operations would lend themselves well to the mechaniza- 
tion of the harvest function. 107 


Assistance to Foreign Exporters.--The extremely low prices prevailing for 
imported concentrate in early 1971 prompted the suspicion that some form of 


assistance was being extended to the local apple industries of the supplying 
countries. The agricultural attaches stationed in these countries were instruct- 
ed to investigate such possibilities. On the basis of their findings, it became 
clearly evident that Switzerland, the No. 1 supplier to the U.S. market for the 
past three seasons, was employing a support mechanism which at the time permit- 
ted the export price to be well below that on the domestic market. The Swiss : 
action was then a clear violation of one of our laws, known at the Anti-Dumping 
Act of 1921. In this instance, an affected industry can petition the Treasury 
Department to investigate the possibility of "dumping" (i.e., exporting a com- 
modity at a price less than its fair value). If the Treasury investigation sub- 
stantiates the industry's allegation, the case is then referred to the U.S. 
Tariff Commission for determination of injury or the likelihood of injury. If 

a finding is made in favor of the domestic industry, a special duty, equal to 
the amount of the dumping, can be assessed on the imported product from the 
offending country. 


The domestic industry, through the International Apple Institute, explored 
to considerable length the possibility of filing a request for an anti-dumping 
action. However, the consensus was that as soon as Switzerland learned of such 
a petition, it would quickly equate its domestic price to that in export. The 
latter would not be a difficult feat since the usage of concentrate within 
Switzerland is believed to be quite small. fFurthemore, if the U.S. industry 
were successful in effecting a special dumping action on imports from Switzerland, 
the decline in this instance would likely be offset by increased export activity 
on the part of other foreign suppliers. 


In the meantime, the market price for imported concentrate in the United 
States rose appreciably and is now at a level which would virtually preclude 
the attainment of relief through the Anti-Dumping route. 


Although the attache's reports indicated fragmentary evidence of assistance 
measures in a few countries other than Switzerland, the findings were not suffi- 
ciently definitive to warrant the pursuit of actions under our existing statutes. 
Recommendations 

The recommendations relating to "Legislative Needs" in the section entitled 


"FRESH APPLES: THE IMPORT PROBLEM" are equally applicable to the subject cate- 
gory, concentrated apple juice, and, therefore, are not repeated here. 
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